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INTRODUCTION 

It  is  c  matter  of  common  observation  that  there  is  widespread  discontent 
with  industrial  conditions.    The  complaints  may  be  reduced  to  these  two  propo- 
sitions -  or  this  double  proposition  -  the  producer  ^ets  too  little;     the  con- 
sul er  pays  too  much.    And  the  remedies,  various  as  they  may  seem  at  first  sight,, 
can  be  classified  under  these  two  headings. 

1  -  Competitive  conditions  mu6t  be  restored. 

2  -  "duopolies,,  trust  or  combinations  -  whatever  we  may  choose  to  call 

them  -  must  be  regulated. 

We  may  £0  further  and  say  that  this  regulation  must  include  the  regulation 
of  -rices;  otherwise,,  it  aims,  to  some  extent.,  at  the  restoration  of  competitive 
conditions  and  comes  under  the  first  heading. 

It  is  with  plans  for  price  regulation  that  this  thesis  is  concerned.  The 
burden  of  proof  is  on  the  advocate  of  such  plans  to  show  that  they  are  justifi- 
able and  practicable.    An  adverse  critic  need  only  point  out  the  objections  to 
such  schemes  as  come  within  his  knowledge.     It  will  not  be  wise  for  him  to 
assume  that  there  are  no  others.    ITor  can  he  logically  infer  from  the  fact  that 
a  ^iven  plan  fails  to  take  into  account  some  of  the  difficulties  that  would 
arise  in  practice.,  that  the  advocate  of  that  plan  could  not  show  how  such  diffi- 
culties can  be  surmounted .    But  the  critic  may  at  least  point  out  wherein  a 
?iven  proposal  is  incomplete  or  otherwise  unsatisfactory  and  call  for  further 
particulars . 

"or  is  it  incumbent  on  the  adverse  critic  to  say  what  should  be  done  if 
price  regulation  should  be  abandoned  as  impracticable  either  before  or  after  a 
trial.    He  is  not  called  upon,  if  he  cannot  approve  the  policy,   to  say  that 
competitive  conditions  must  be  restored  and  to  say  how  that  can  or  should  be 
done.    He  may  be  an  economic  agnostic.    He  may  refuse  to  discuss  alternatives, 
:r    .  '-  ■:-     int.     -y  refuse  to  r  jog    .. '  .  ch oice. 


In  this  thesis  an  attempt  will  be  made  to  show  that  such  price  requisition 
|  lans  as  are  herein  examined  do  fail  to  take  into  account  difficulties  involved- 
difficulties  in  the  decision  of  questions  of  principle;  difficulties  in  the 
ascertainment  of  facts  to  which  principles,  when  determined,  must  be  applied; 
that  the  ascertainment  of  such  facts  will  necessitate  an  extension  of  the  Govern- 
I  e;.tal  machinery  of  investigation  far  beyond  that  which  the  advocates  of  price 
regulation  seem  to  contemplate. 

It  will  not  be  insisted  that  price  regulation  is  impracticable;  merely  that 
the  evidence  points  strongly  in  that  direction. 


GOVEP — SNT  REGULATION  OF  PRICES 

Section  I 

THE  DEMAND 

In  1312  there  came  into  the  political  field  a  new  party.,  the  Progressive, 
frith  Theodore  Pccsevelt  as  its  candidate  for  President.    He  received  about  four 
million  votes.    Among  his  supporters  v/ere  Governors  of  State* ,  United  States 
Senators  and  officials  of  lesser  note,  capitalists  like  C-eorge  W,  Perkins  and 
social  reformers  such  as  Jane  .Ad  dams.    The  educational  world  was  represented  by 
6uch  men  a6  Will  lain  PeUitt  Hyde,  "^resident  of  Sowdoir.  College,  Professor  Albert 
Bushnell  Hart  of  Harvard,  Dean  Kirchwey  of  the  Columbia  Lav/  School,  Professor 
Til  liana  Draper  Lewis  of  the  University  of  Pennsylvania  Lav/  School  and  Professor 
McCarthy ,  formerly  of  the  University  of  Wisconsin.,  later  of  the  Legislative 
Bureau  of  Wisconsin. 

One  of  the  planks  in  the  "Progressive  platform  was  "briefly  summarized  by 
the  Outlook  as  follows : 

"Establishment  of  a  strong  Federal  administrative  commission  to  maintain 
permanent  active  supervision  over  industrial  corporations  as  the  Government  now 
does  over  National  banks  and  through  the  Interstate  Commerce  Commission  over 
Railways . » 

Perhaps  tJ  is  is  not  entirely  clear.    Let  us  see  how  it  is  interpreted  by 
the  candidate  himself  and  some  of  his  leading  supporters. 
Col.  Roosevelt  6aid  of  the  proposed  commission: 

''It  should  prohibit  and  effectually  punish  monopoly  achieved  through  wrong 
and  also  actual  wrongs  done  by  industrial  corporations  which  are  not  monopolies, 
such  as  the  artificial  raising  of  prices,  the  artificial  restriction  of  pro- 
ductivity, the  elimination  of  competition  by  predatory  practices  and  the  like." 

The  Outlook  after  characterizing  as  futile  the  Government's  measures 


against  the  Standard  Oil  Company  tells  us  what  a  Progressive  commission  would 
}  ^.v©  done . 

"It  v:ould  have  inspected  all  the  output  of  the  Standard  Oil  '"orks  a^d  re- 
quired the  commercial  oil  to  come  up  to  a  specified  standard.     It  would  have  pre,- 
■  vented  the  standard  Oil  Company  from  underselling  competitors  in  one  district 
I  and  recouping  itself  by  high  prices  in  another  district.    And  it  would  have  rd- 
.  quired  a  reduction  of  the  pricos  of  the  Standard  Oil  whenever  prices  were  found 
by  inspection  of  the  values  of  the  property  to  have  been  unreasonably  high-- 

"""e  would  extend  the  authority  of  Government  and  give  it  the  power  to  deter- 
j  rr.ir.e  the  quality  of  goods  produced  and  the  prices  charged  for  them  by  any  person 
or  corporation  which  had  or  was  likely  to  obtain  a  monopoly }  that  is,  such  a  con- 
trol of  the  comodity  as  would  enable  it  to  control  price  and  determine  quality." 
Dr.  Lyman  Abbott  tells  us  what  we  can  do  with  the  great  corporations. 
"You  can  fix  a  maximum  salary  and  dividend  payment  and  require  profit-shar- 
ing either  with  the  employees  by  increased  wages  or  with  the  public  by  lowered 
prices." 

"You  can  rive  it"  (the  commission)  power  to  'near  complaints  from  workingmen 
and  complaints  of  extortionate  prices  or  unequal  treatment  from  the  public  and 
"  to  take  action  for  the  correction  of  such  abuses." 

Col.  Pcosevelt  considers  the  regulation  of  the  great  corporations  feasible. 
"There  is  no  -.ore  difficulty  in  regulating  the  Standard  Oil  or  the  Steel 
i  Corporation  than  in  regulating  a  big  railway." 

"re  have  actually  made  the  Interstate  Commerce  lav;  work." 
He  says  further: 

"A  Federal  bank  examiner  can  go  into  a  bank  at  any  time  and  make  the 
I  most  minute  examination  and  can  issue  orders  as  to  what  the  bank  is  to  do  as  re- 
gards the  vital  policies  of  its  business." 

may  pause  here  to  take  an  exception.    A  bank  examiner  has  not  the  power 
which  a  price  regulator  would  need.    He  is  not  authorized,  for  instance,  to  for- 


bid  discriir.iria.tior.  between  customers  in  the  matter  of  credit,  insisting  that  all 
applicants  should  be  accommodated  with  loans  on  securities  approved  by  him  and 
at  rates  of  interest  which  he  considered  reasonable.    Something  more  them  a  bank 
?x:....iner ' s  power  is  needed  for  the  supervision  of  the  Standard  Oil  and  the  Steel 
Corporation . 

But  Col.  Roosevelt  sees  this  clearly  enough  although  he  appears  to  have  tem- 
porarily overlooked  it.     It  is  a  body  modeled  on  the  Interstate  Commerce  Commies* 
ion  that  he  has  in  mind,  with  at  least  as  much  power  over  prices  as  the  Inter- 
s':, t.?  Commerce      r.m  i.-.si--r.  has  ever  rates . 

In  an  editorial  on  the  "Taf t-Wilson  Programme11  he  says: 

'That  I  want  to  sos  done  with  our  industrial  concerns  is  to  see  an  Inter- 
state Industrial  Commission  established  which  shall  handle  the  Standard  Oil  and 

the  "teal  Trust  and  the  Tobacco  Trust  and  every  such  big  trust  through  ad- 
ministrative action  as  the  Interstate  Commerce  Commission  handles  the  railways 
with  a  power  extended  beyond  that  of  the  Interstate  Cor.jaerce  Commission, 

"And  Br.  Wilson  need  not  bother  himself  about  finding  men  to  administer  sue! 
a  lavr.     If  he  cannot  find  them  I  can  and  will,  I  guarantee  to  find  men  who  will 
be  cble  to  understand  and  supervise  and  regulate  the  business  of  those  great 
industrial  corporations." 

Perhaps  it  is  now  plain  enough  what  the  Progressive  policy  is  but,  cf  course 
it  remains  to  be  seen  how  it  is  to  be  carried  out. 

It  is  not  to  be  supposed  that  this  policy  of  trust  regulation  and,  incident- 
ally, of  price  regulation,  made  its  first  appearance  in  the  Progressive  plat- 
form.   Col.  F.ocseveit  says  that  in  message  after  message  and  in  speech  after 
speech  when  he  was  President  he  uri-ed  this  method  of  dealing  with  the  great  cor- 
porations . 

"he  Minority  Report  of  the  Stanley  Committee  has  the  following  under  "Rec- 
ommendations (page  2)": 


ion  to  be  established.    Publicity  to  be  provided  for. 

"'lien  the  price  fixed  by  a  United  States  Corporation  has  been  found  to  bo 
Unreasonable,  the  Interstate  Commission  of  Industry  must  publicly  declare  the 
fact  and  recor.^r.end  a  reasonable  price." 

"If  foregoing  recommendations  shall  prove  insufficient  to  meet  the  trust 
robloa  the  Interstate  Commission  of  Industry  ought  to  be  given  a  carefully 
guarded  power  to  decree  maximum  prices  when  necessary." 

'"are  Z)  "After  the  most  serious  deliberation,  with  a  profound  conscious- 
ness that  this  doctrine  will  offend  many  a  deep  student  cf  public  affairs,  with 
a  sincere  hope  that  such  a  step  nay  net  prove  necessary ,  nevertheless  it  is  our 
belief  that  we  ought  net  to  shrink  from  violating  our  traditional  policy  if  ex- 
perience shall  convince  us  that  the  trust  problem  cannot  otherwise  be  met." 

A  statute  of  Oklahoma  provides  for  commission  control  and  price  regulation 
under  just  such  circumstances  as  have  arisen  in  so  many  branches  of  industry 
throughout  the  country. 

In  191C  the  Attorney  General  of  Hew  York  investigated  the  milk  business  and 
four.d  monopolistic  conditions  under  which  consumers  were  being  charged  high! 
prices  and  producers  rere  being  driven  out  of  business  by  low  prices. 

In  his  report  he  says: 

"The  plain  duty  of  the  State,  acting  for  the  people,  is  to  regulate 
the  milk  traffic  so  that  the  producer  and  consumer  will  not  be  at  the  i..ercy  of 
the  middleman. n 

"3y  legislative  enactment  it  might  be  declared  that  certain  articles  such 
as  milk,  flour,  coal,  ice  and  meat  are  articles  of  common  necessity.    A  commiss- 
ion could  be  provided  for,  to  be  appointed  by  the  Cover nor*****    This  commission 
should  have  the  power  to  fix  the  prices  or  profits  which  may  be  char;  od  cr  made, 
over  end  above  the  price  paid  to  the  producer,  with  the  power  tc  regulate  the 
producer's  price  also." 

Te  fir.d  also  republicans  opposed  to  Col.  Roosevelt  admitting  that  if  we 


must  have  monopolistic  combinations  an  attest  tc  reflate  prices  is  inevitable; 
-  ich,  or  course,  Joes  not  imply  any  prediction  as  to  the  success  of  the  attempt. 
For  in6tar.ee.  Attorney  General  ^ickersham  of  President  Taft's  cabinet  says: 

"If  v:e  permit  the  existence  of  organizations  cr  combinations  under  such  con- 
ditions that  they  can  fix  prices  there  is  no  means  of  securing  justice  to  the 
consumer  except  through  the  government's  asserting  its  right  tc  step  in  and  dic- 
tate prices  or  at  least  to  require  thctt  they,  shall  not  be  raised  above  reasonable 
limits." 

In  line  v:ith  this  is  the  declaration  of  President  Taft: 

"It"  (the  anti-trust  law)  "must  be  enforced  unless  we  are  to  banish  individ- 
ualism from  all  business  and  reduce  it  to  one  coalmen  system  of  regulation  or  con- 
trol of  prices  like  that  which  now  prevails  with  respect  to  public  utilities  and 
r'.  ich,  when  applied  to  all  business  would  be  a  long  step  toward  State  Socialism." 

Prcfesecrs  Pipley  and  Taussig  regard  price  regulation  as  a  possible  feature 
in  the  final  solution  of  the  Trust  Problem: 

"It  is  not  unlikely  in  my  judgment  that  the  final  solution  of  the  so-called 
Trust  Problem  in  the  United  States,  whether  for  good  or  ill,  may  ultimately  con- 
tain as  one  important  feature  the  determination  by  governmental  authority  of 
reasonable  prices  for  such  prime  necessities  of  life  as  milk,  ice,  coal,  sugar 
and  oil  when  produced  under  monopolistic  conditions.    This  view  is  shared  by  my 
colleague  Professor  Taussig  in  his  Principles  of  Economics." 

This  passage,  of  course,  implies  neither  approval  nor  disapproval  of  the 
policy;  nor,  probably,  does  the  opinion  of  Thorold  Rogers  that  price  regulation 
has  oeen  abandoned  because  competition  has  been  found  in  practice  an  effective 
experience  would  lead  to  a  revival  of  the  past  in  some  directions;  nor  the  very 
Similar  opinion  of  Ashley  that  in  the  event  of  certain  modern  industrial  devel- 
opments^ we  may  come  tc  lock  on  medieval  legislation  with  more  sympathy. 

Prcfesscr  Seager  would  advocate  price  regulation  under  certain  conditions, 
and  will  not  be  surprised  if  the  conditions  sooner  or  later  appear. 
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"I  ua  quite  prepared,  however,  for  the  discovery  that  under  a  regime  of  free 
competition  the  giant  producer  will  in  certain  industries  have  such  great  advan- 
tage! that  competition  will  cease  to  be  an  active  force  as  it  has  so  largely 
-roved  in  the  railroad  industry.     In  this  event,  I  should  feel  constrained  to 
advocate  government  regulation  of  prices  Just  as  most  of  us  now  advocate  govern- 
ment regulation  of  railroad  rates.    Moreover,  as  regards  such  industries,  if  any 
there  prove  to  be,  I  should  feel  that  the  choice  between  government  regulation 
of  prices  and  government  ownership  and  operation  would  not  be  fairly  based  on 
the  ground  that  one  policy  is  more  dangerously  socialistic  than  the  ether." 

Professor  Haney  thinks  that  the  principle  of  the  common  carrier  function 
should  be  applied  to  limited  natural  resources  (such  as  coal,  iron  ore  and 
lumber);  that  such  monopolies  should  be  subject  to  regulation  as  to  their  rates 
c  f  charge . 

Mr.  Andrew  Carnegie  goes  into  the  question  at  some  length  and  his  views  will 
command  respectful  attention  in  all  quarters. 

Ke  thinks,  "there  should  promptly  be  created  an  industrial  court  molded 
after  the  Interstate  Commerce  Commission  and  Court  of  Commerce,  charged  with  all 
questions  connected  with  manufactures  and  natural  products**** 

"The  industrial  court  need  not  fix  ail  prices.     Its  province  should  be  to 
exai.  ine  all  details,  ascertain  cost  of  production,  adding  such  an  amount  as  in 
its  Judgment  will  yield  a  fair  or  even  liberal  return  upon  capital  when  skilfully 
invested  and  properly  managed;  the  maximum  selling  price  to  be  fixed  by  the 
court,  based  upon  the  average  cost  price  of  product  in  up-to-date  well-managed 
works.    There  may  be  found  poorly  constructed  or  conducted  works  in  all  branches 
the  court  should  not  consider  in  fixing  proper  maximum  price.    Such  should 
be  compelled  to  reach  standard  performance  or  suffer  the  consequences  of  mis- 
management.   The  court  should  not  become  an  eleemosynary  institution  to  avert 
failure  cf  those  who  fail  through  inattention  or  mismanagement.     It  may  be  urged 
that  this  would  prevent  equal  returns  to  owners  v/nich  is  true.    Any  works  which 
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cannot  equal  average  cost  and  still  have  part  left  cf  the  profit  allowed  by  the 
court ,  no  nursing  is  likely  to  improve;  the  sooner  it  passes  into  competent 
hands j  the  dai:wer  of  monopoly  being  avoided,  the  better  for  the  country.,  and,  as 
a  rule,  the  better  for  the  owners." 

Professor  3ruce  flyman  does  not  confine  himself  to  a  declaration  in  favor  of 
I  rice  regulation  but  indicates  how  the  policy  is  to  be  carried  out. 

First  -  Establish  an  Industrial  Trade  Commission  of  seven  members  v/ith 
sulary  and  tenure,  like  the  Interstate  Commerce  Commission, 

Second  -  Require  every  manufacturing  and  trading  concern  of  a  certain  size 
to  register  itself  Y/ith  the  commission  in  order  to  get  a  federal  license  to  en- 
gage in  interstate  commerce.  *** 

cT  every  conc-m  registering  a  full  statement  cf  its  condition,  in- 
cluding particularly  the  capitalization  and  the  basis  of  that  capitalization, 
require  each  registered  concern  to  make  an  annual  report  including  the  balance 
sleet,  income  account,  volume  of  output,  value  of  output,  etc. 

Third  -  live  the  Interstate  Trade  Commission  power  to  regulate  all  concerns 
•  -  ■  .  ve  substantial  control  over  their  market.    This  can  be  determined  in  the 
first  instance  by  the  commission  upon  the  basis  of  the  returns  that  have  been 
filed  by  the  various  concerns  upon  the  taking  out  of  their  federal  licenses. 
Concerns  that  have  a  substantial  control  over  their  market  are  so  affected  with 
a  public  interest  that  they  may  properly  be  controlled  to  the  extent  that  the 
public  services  are.    Moreover  the  commission  should  have  full  powers  to  Lake 
investigations  and  report  thereon.     If  they  find  that  any  concern  is  party  to  an 
illegal  act  they  should  bring  the  matter  to  the  attorney  general  for  appropriate 
action. 

Fourth  -  Define  what  are  unfair  practices. 

1  -  Selling  in  one  locality  at  discriminating  Trices  to  force  out  local 
zz-..  petition. 
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2  -  rolling  one  grade  or  variety  at  disproportionate  prices  in  order  to 

force  out  competition. 

3  -  Refusing  to  purchasers  who  will  not  agree  not  to  deal  with  a  rival . 

4  -  Imposing  terms  in  leases  that  the  lessee  shall  not  buy  anything  from 

any  one  else. 

5  -  Fixing  the. tens  and  prices  upon  which  the  product  shall  be  resold. 

6  -  Establishing  a  monopoly  by  requiring  the  purchase  of  ether  things 

from  the  patentee  than  the  patented  article, 
"In  other  words  prohibit  making  discrimination  against  customers  who 
refvse  to  obey  the  dictates  of  the  trusts.    Take  this  plain  by  requiring  sale  to 
purchasers  upon  equal  terms  under  substantially  similar  circumstances. 

Fifth  -  Give  the  Interstate  Trade  Commission  power  to  cive  relief  against 
r:-:t; rti ::v      charges  .    .At  first,  confine  its  power  over  prices  to  reducing  prices 
against  which  specific  complaint  has  been  made,  but  in  disposing  of  such  com-' 
plaints  let  it  fix  the  price  in  question  for  the  future.    Provide  that  full  re- 
turns shall  be  made  of  the  actual  capital  of  the  concerns  subject  to  the  act  as 
the  basis  of  such  regulation.    But  at  first  provide  that  dividends  shall  not  be 
reduced  when  the  concern  in  question  is  not  making  a  fair  profit  on  each  trans- 
action.    I  would  go  very  slowly  in  this  matter  at  first,  giving  the  commission 
only  j  ower  to  give  relief  in  particular  cases  of  outright  extortion.    Here,  as 
elsewhere,  I  believe  in  preserving  individual  initiative.     I  am  for  State  con- 
trol, not  for  governmental  management. 

Tixth  -  Persons  aggrieved  by  unfair  competition  or  by  exorbitant  prices  may 
bring  complaint  before  the  Interstate  Trade  Commission  which  shall  give  appro- 
priate relief.    Aggrieved  persons  may  also  bring  suit  in  court  for  unfair  com- 
petition or  extortionate  prices.    The  commerce  court  6hould  have  the  same  power 
in  relation  to  appeals  as  from  the  Interstate  Commerce  Commission.    The  Commiss- 
ion of  its  own  initiative  should  have  pov/er  to  investigate  unfair  business  by 
any  registered  company  and  report  the  results.    The  commission  might,  perhaps, be 


empowered  to  pas6  upon  new  issues  cf  securities  by  the  corporations  subject  to 
its  control. " 

One  cf  the  ablest  and  cost  careful  argument a  for  trust  and  price  regulation 
by  a  commission  is  that  of  Charles  R.  Van  Rise  President  of  the  University  of 
Tisccnsin  in  his  book,  "Concentration  and  Control,  a  Solution  of  the  Trust  Prob- 
lem in  the  United  States."  (1912)      President  Van  Rise  shows  the  failure  of  com- 
petition as  we  have  known  it  —  competition  in  price,  in  quality  and  in  service.: 
ascribes  the  growth  of  concentration  to  its  economic  and  other  advantages  and 
particularly  to  the  necessity  for  escape  from  ruinous  competition;  reviews  the 
effcrt6  of  the  States  and  Nation,  by  means  of  antitrust  laws  to  deal  with  the 
evils  incident  to  combination  and  finds  that  these  efforts  have  been  practically 
futile;  contrasts  with  this  record  cf  failure  the  success  which  he  considers  to 
have  been  achieved  by  commission  control,  State  and  National,  of  railroads  and 
other  public  utilities;  infers  that  a  similar  method  of  control  is  the  solution 
cf  the  probler;  of  industrial  concentration.     In  terms  similar  to  those  of  other 
advocates  of  the  same  general  policy  he  recommends  the  appointment  of  commissions 
to  surervise  the  great  corporations. 

They  are  to  have  all  the  powers  of  the  Interstate  Commerce  Commission  and 
more.    Re  believes  that  the  Wisconsin  law  of  1905,  passed,  during  the  adminis- 
tration of  .Governor  LaFcllette,  was  the  first  full  solution  of  the  problem  of 
dealing  with  the  public  utilities.    This  lav/  "gave  the  commission  the  power  cf 
regulation  regarding  rates,  service  and  discrimination  for  railroads  and  corre- 
lated organizations  such  as  refrigerator  lines,  sleeping  cars  and  dispatch  com- 
panies . " 

"The  first  fundamental  new  part  of  the  lav/  was  that  while  the  onus  of  fixing 
rates  was  upon  the  railroads  the  commission  could  by  its  own  initiative  or  on 
complaint  any  rate  or  charge  and  if  the  same  was  found  to  be  unreasonable  the 
commission  could  order  a  new  rate  which  new  rate  must  be  substituted  for  the  old 
cr.e.    Thus  the  commission  was  given  a  possible  task.     It  was  not  assigned  the 
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task  of  at  once  fixing  all  rates,  but  of  readjusting  unreasonable  rates."  Other 
features  of  the  law  it  is  unnecessary  to  discuss  at  this  joint. 

President  Van  -;ise  thinks  that  the  great  industrial  combinations  should  be 
controlled  by  commissions  formed  on  this  model.    IThile  he  seems  to  doubt  whether 
the  regulation  or  | rices  would  be  one  of  their  functions  at  first  he  considers 
it  inevitable  that  they  should  sooner  or  later  be  charged  with  this  duty. 

""a-ir  prices  should  be  obtainable  by  individuals  or  groups  celling  to  the 
-reat  corporations.    Corporations  should  no  more  be  allowed  unduly  to  depress 
prices  for  materials  necessary  for  their  manufactures  than  they  should  be  allow- 
ed to  .depress  prices  cf  labor." 

"Corporations  should  not  be  allowed  to  charge  excessive  prices  to  the  con- 
sumer.   So  far  as  the  public  in  general  is  concerned  the  greatest  complaint  with 
respect  to  the  concentration  cf  industry  has  been  the  excessive  prices;  that  is 
that  the  stockholders  of  the  great  corporations,  rather  than  the  public,  have 
gained  the  ma:  or  part  of  the  advantages  of  their  exceptional  efficiency.  If 
;reat  organizations  are  allowed  to  exist  and  to  cooperate,  it  is  clear  that  they 
cannot,  remain  without  restraint  in  fixing  prices." 

Again,  "It  should  be  emphasized  that  it  is  not  proposed  that  the  commission 
Si  all  have  the  power  to  regulate  all  prices  but  only  this  power  where  there  is 
monopoly  for  the  market  i6  controlled  through  cooperation.    Also  a  commission 
r.eed  go  no  farther  in  a  given  case  than  to  fix  a  maximum  or  minimum  price  or 
both,  as  may  be  required,  leaving  competition  to  regulate  further  within  the 
prescribed  limits.    As  at  present  competition  would  remain  the  sole  regulative 
cf  price  in  the  vast  number  of  instances  where  the  market  is  not  controlled. 
These  qualifications  enormously  simplify  the  work  of  the  commissions." 

These  views  have  been  given  at  seme  length  and,  in  many  casos,  in  the  lang- 
uage of  the  authorities  holding  them.     It  is  believed  that  they  show  the  argu- 
ment for  price  regulation  as  it  stands. 


SECTION  2 


THE  ETHICS  07  PRICE  REGULATION 

If  v;e  should  ask  the  lan  in  the  street  why  he  favors  price  requisition,, 
assuming  that  he  does,  he  might  answer,  because  prices  are  too  high.    Or  he  might 
approach  the  question  from  the  other  direction,  that  of  the  producer,  and  reply 
that  prices  should  be  regulated  because  they  are  too  low.    Or  he  might  be  broad- 
■  indsd  enough  to  take  a  comprehensive  view  and  say  that  the  producer  gets  too 
little  and  the  consumer  pays  too  much. 

But  if  he  is  a  deeper  thinker,  he  will  not  be  satisfied  until  he  has  con- 
structed a  philosophy  or  found  one  ready-ru&de,  which  will  justify  his  activities 

Hiat"  is  a  fair  price?    Why  should  a  seller  take  less  for  what  he  has  to 
sell  than  the  highest  price  he  can  get?    How  much  less  should  he  take?  Why 
should  a  buyer  pay  more  for  what  he  buys  than  the  lowest  price  at  which  he  can 
_et  it?    How  much  more  should  he  pay?    Should  a  business  man  be  satisfied  with 
a  reasonable  profit7    What  is  a  reasonable  profit?    Is  a  man  bound  to  consider 
the  inconvenience,  hardship  cr  disaster  that  will  befall  those  with  whom  he 
dsr.ls,  if  he  buys  at  less  than  a  certain  price  or  sells  at  more  than  a  certain 
price"    Is  there  one  standard  of  right  and  wrong  for  an  individual  and  another 
for  a  corporation?    At  what  point  in  the  relations  between  seller  and  buyer  does 
it  become  the  business  of  the  Government  to  interfere,  fixing  a  price  below 
which  the  buyer  may  not  buy  or  above  which  the  seller  may  not  sell?    What  is  the 
standard  by  which  these  questions,  may  be  tested,  so  that  a  man  who  wishes  to  do 
right  may  know  what  he  ought  to  do,  and  so  that  a  citizen  who  wishes  to  see  the 
Government  do  right  may  know  what  the  Government  ought  to  do? 

Perhaps  the  inquirer  will  accept  the  medieval  doctrine  of  the  just  price  as 
the  solution  cf  the  problem.    For  some  generations  this  doctrine  seemed  to  be 
going  out  of  fashion  but  perhaps  it  is  coming  in  again.    The  principle  is  thus 
interpreted  by  Ashley: 


"If  price,  therefore,  was  to  be  determined  by  the  rule  of  doing  to  others 
as  we  would  wish  others  to  do  to  us,  the  maker  should  receive  what  would  fairly 
recompense  bin  for  his  labours;  not  what  would  enable  him  to  cake  0ain  but  what 
would  penr.it  him  to  live  a  decent  life  according  to  the  standard  of  comfort  v/hich 
public  opinion  recognized  as  appropriate  to  his  class." 

Again,,  "It  is  assumed  that  everything  has  one  definite  'just  price*  or 
'what  it  i.s  worth'  and  that  thi6  can  be  pretty  accurately  ascertained." 

But  if  sellers  will  sell  for  more  than  a  fair  price  or  if  buyers  will  buy 
for  less  than  a  fair  price,  what  is  the  duty  of  the  Government?    Apparently  this 
wa6  fogarded  as  a  question  of  expediency. 

If  the  state  could  enforce  just  prices  it  certainly  should  never  done  so: 
if  it  could  r.ot,  the  matter  must  be  left  to  the  moralists:  if  on  the  whole,  it 
was  thought  wiser  not  to  try  the  state  was  not  neglecting  an  imperative  function. 

Let  us  take  a  concrete  case  and  see  hew  this  doctrine  of  just  price  will 
work  cut.    In  the  proceeding  section  we  find  three  industries  repeatedly  mention- 
ed by  the  advocates  of  price  regulation,  oil,  steel  and  tobacco.     Take  the  first 
of  these — oil.     Let  us  consider  how  an  individual  or  a  business  concern  engaged 
in  the  oil  business  would  apply  the  doctrine  of  the  just  price  in  buying  material 
or  selling  a  product. 

A  is  an  independent  oil  refiner  who  wishes  to  buy  at  a  fair  price, a  price 
that  will  give  the  man  who  sells  to  him  a  fair  profit  -  a  profit  that  will  per- 
mit him  to  live  a  decent  life  according  to  the  standards  cf  comfort  v/hich  public 
opinion  recognizes  as  appropriate  to  his  class.    He,  A,  will  sell  refined  oil  at 
a  similar  profit.    He  will  not  sell  refined  oil  at  ten  dollars  a  barrel  if  he 
has  a  fair  profit  at  nine,    '"ill  he  buy  crude  oil  at  two  dollars  a  barrel  if  he 
can  pay  two  dollars  and  a  half  and  still  make  a  fair  profit?    In  that  case  he 
will  investigate.     If  he  finds  that  the  producer  can  make  a  fair  profit  he  will 
buy  at  two  dollars  and  reduce  the  price  to  the  consumer.    Otherwise  he  will  pay 
two  dollars  and  a  half. 
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But  now  let  us  suppose  that  the  independent's  great  contemporary^  the  Stan- 
dard Oil  Company j  is  also  determined  to  pay  a  fair  price.     It  will  pay  two 
dollars  and  a  half  for  crude  oil.     It  will  sell  refined  oil  at  a  fair  profit, 
which  will  give  the  stockholders  a  decent  living?    But  the  stockholders  will  com- 
yriee  all  sorts  and  conditions  of  men  the  lar^e  investor  and  the  small. 

This  part  of  the  medieval  doctrine  will  probably  have  to  be  abandoned.  Te 
shall  have  to  allow  dealers  some  fair  rate  of  return  and  one  of  the  questions  we 
6hall  have  to  answer  is  whether  the  rate  is  to  be  the  same  for  the  independent 
and  the  corporation .    re  may  decide  that  they  are  to  have  the  same  rate,  let  us 
say  fSfo.    But  this  will  not  end  our  difficulties.     If  the  independent  can  buy 
crude  oil  at  two  dollars  and  a  half  and  sell  a.t  nine  dollars  and  make  2^  profit, 
the  Standard  Oil  Company  can  sell  crude  oil  at  less,perhaps  much  less  than  $9 
and  take  Sy.  profit.    Thy?    On  account  of  the  legitimate  advantages  of  business 
on  a  large  scale,  economics  of  production,  marketing,  the  use  of  more  efficient 
machinery,  the  subdivision  of  labor,  the  utilization  of  by-products,  and  so  on. 
fin  industrial  commission.,  therefore,  in  fixing  a  fair  price  for  refined  oil  under 
these  circumstances,  would  have  to  choose  between  a  j rice  that  would  allow  the 
independent  to  remain  in  business  and  give  the  Standard  Oil  Company  an  extrava- 
gant profit,  if  eight  per  cent,  is  the  allowable  figure  or  a  price  that  will 
rive  the  Standard  Oil  Company  eight  per  cent,  and  reduce  the  independent  to  less 
than  a  fair  profit  or  perhaps  drive  him  out  of  business. 

But  we  may  decide  that  the  rate  of  profit  is  not  the  same.     In  the  opinions 
and  decisions  on  the  anale.gcus  problem  of  rate  regulation  we  will  find  authority 
and  precedent  for  allowing  different  concerns  different  ra.tes  of  return.  In 
fact  it  is  sometimes  apparently  impossible  to  do  anything  else.    But  whether  we 
si. ail  find  much  to  guide  us  in  determining  what  rate  to  give  the  independent  and 
what  to  give  the  corporation  is  quite  another  matter. 

Let  us  take  another  case.    The  independent  has  a  local  business.    He  can 
buy  crude  oil  to  advantage  only  within  a  limited  distance  on  account  of  trans- 
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pcrtation  charges.     The  independent  can  get  crude  oil  at  two  dollars  and  a  half. 
3ut  the  Standard  Oil  Company  has  a  local  habitation  everywhere  and  can  buy  crude 
oil  in  some  other  part  of  the  country  at  two  dollars.     It  is  a  fair  price  to  pay, 
because  the  producer  produces  under  different  conditions,  and  can  make  the  same 
profit  at  two  dollars  as  the  other  man  can  at  two  dollars  and  a  half.     The  Stan- 
dard Oil  Company  refines  the  oil  and  by  reason  of  the  lower  cost  and  the  advan- 
tages of  large  scale  manufacture  can  sell  refined  cil  in  the  independent's  market 
at  le66  than  he  can.    thai  will  an  Industrial  Commission  do?    Order  the  Standard 
Cil  Company  to  charge  more  and  thus  make  an  undue  profit?    Order  it  to  sell  at  a 
fair  profit  and  drive  the  independent  out  o'f  business" 
Take  another  case: 

"The  Ctfc.ndard  Oil  Company  carries  on  chemical  investigations  of  the  most 
elaborate  and  extensive  kind  in  order  fully  to  utilize  the  by-products  of  the 
cil  at  a  result  of  which  they  have  on  the  market  some  three  hundred  by-products 
many  of  which  came  from  the  part  of  the  oil  which  otherwise  would  be  thrown  away!' 

Let  us  take  one  of  these  by-products.    Call  it  by-product  No. 100.    The  man- 
ager of  the  Standard  Oil  Company  calls  his  expert  accountant  and  tells  him  to 
jrerare  a  statement  of  the  cost  of  by-product  "o.lOO.     "Be  careful"  says  the 
manager  "to  charge  nothing  for  the  material.     "But",  objects  the  accountant,,  "if 
you  sold  it  to  an  outsider  you  could  get  something  for  it.     "If  you  sold  it  to 
an  outsider,"  ears  the  ::.anager,.  "what  would  be  a  fair  price?    It  costs  nothing. 
Add       of  nothing  to  nothing-there  is  no  capital  used  in  producing  it--and  the 
result  is  nothing.    :"o,    charge  nothing  for  the  material:  charge  the  actual  cost 
cf  manufacture  and  a  fair  proportion  of  the  eq>ense  of  our  chemical  investigation 
and  add  SJE  on  the  portion  of  our  capital  which  you  find  actually  invested  in  the 
cost  of  by-product  "o.lOO."    And  on  the  basis  of  the  result  arrived  at  the  mana- 
ger decides  that  five  cents  a  quart  or  a  pound,  as  the  case  may  be,  is  a  fair 
price  for  the  consumer. 

Independent  A  cannot  produce  the  by-product:     his  oil  business  is  not  lar^e 


enough.    But  somewhere  in  the  country  is  a  man  B  who  does  produce  the  article 
only  for  him,  it  iB  his  business  and  his  means  of  livelihood.    Ke  has  to  pay 
three  cents  for  the  material  needed  for  a  quart  or  a  pound  of  the  finished  pro- 
duct.   Attuning  that  his  costs  of  manufacture  are  the  same  as  those  of  the  Stan- 
dard Oil  Company,  he  cannot  sell  at  less  than  eight  cents.    Fnat  v.'ill  the  coomis 
sion  do?    Fix  a  price  of  oight  cents  and  enable  the  Standard  Gil  Company  to  make 
inordinate  -aine*    Fix  a  price  cf  five  cents  and  drive  the  independent  out  of 
vsiuoss? 

/.nd  the  Standard  Oil  Company  ha6  three  hundred  by-products. 

Of  course  some  of  these  difficulties  could  us  met  by  abandoning  the  inde- 
pendent producer.    But  some  of  the  price-regulating  plans  distinctly  recognize 
his  claims  and  in  any  settlement  that  proposes  to  ignore  him,  his  voice  will  not 
ce  silent. 

we  have  considered  merely  questions  of  principle.    They  assume  that  the 
commissioners  would  be  able  to  ascertain  the  needed  facts  with  sufficient  accur- 
acy to  apply  the  principles.    And  that  is  a  large  assumption  but  it  need  not 
detain  us  nor. 

At  this  joint  the  price-regulating  moralist  may  decide  that  the  medieval 
just  ;rice  doctrine  is  not  exactly  what  he  wants.    Something  more  ;  : odern  in  the 
f  a  philosophy  is  needed  -  and  it  can  be  found. 

"resident  Van  Vise,  in  defending  his  thesis,  cites  the  case  of  Muxm  vs. 
cis.     In  this  case,  "elevating  grain,  as  a  result  of  a  long  contest,  was 
declared  to  be  affected  with  a  public  interest  and  therefore  to  be  under  the 
sar..e  obligations  as  other  public  utilities."    Chief  Justice  Faite  speaking  for 
the  oourt,  said  "Property  becomes  clothed  with  a  public  interest  when  used  in  a 
;-.er  to  make  it  of  public  consequence  and  affect  the  community  at  large." 
And  Judge  Vinje  of  "isconsin,  diccuscing  this  matter  and  summarizing  the 
ccr.clvsicns  of  the  "nited  States  Supreme  Court  said,,  "^e  find  that  private  pro- 


15 

on  in  a  manner  to  make  it  of  public  onsoquenco  and  affect  the  community  at  large 
and  when  thus  affected  such  property  or  business  becomes  subject  to  legislative 
control  in  all  respects  necessary  to  protect  the  public  against  dangers,  injus- 
tice and  oppression." 

But  the  question,  then,  i6  the  steel  business  or  the  oil  business  or  the 
tobacco  business  affected  with  a  public  interest?    The  answer  is.  Yes.     Is  the 
steel  business  or  the  oil  business  or  the  tobacco  business  subject  to  legisla- 
tive control  as  to  prices?    The  answer  is.  Yes;  it  is  subject  to  legislative  con- 
trcl  in  all  respects  necessary  to  protect  the  public  against  danger,  injustice 
and  oppression. 

To  admit  that  price  regulation  is  necessary  to  protect  the  public  is,  of 
course,  to  adr.it  that  there  is  no  other  effective  method  of  protection.    Let  us 
admit  this  for  the  present,  at  any  rate.    Let  us  admit  that  all  past  antitrust 
laws  have  been  failures;  that  all  present  antitrust  laws  are  failures;  that  all 
future  antitrust  laws  will  be  failures  unless  they  include  price  regulation.  Let 
us  ad:,  it  that  every  great  corporation,  combination  or  trust  is  selling  its  goods 
at  monopoly  prices  -  r rices  which,  in  the  judgment  of  its  managers,  will  yield 
the  highest  net  returns.    Let  us  admit  that  we  cannot  reestablish  competition  if 
we  would.    Let  us  a  dr.;  it  that  we  have  no  way  of  reducing  prices  except  by  author- 
izing a  commission  to  regulate  them.    Under  such  circumstances  there  is  nothing 
to  do  but  appoirt  the  commission. 

Then  let  us  see  what  kind  of  price  regulation  we  may  expect  to  have. 

It  is  assumed  that  we  desire  to  do  justice  to  the  corporations.    T7e  want  the 
stockholders  to  get  a  fair  return  on  capital  actually  invested.    But  we  must  be 
able  to  find  out  what  the  actual  investment  is  in  a  given  case  and  what  a  fair 
return  is;  whether  it  is  eight  per  cent  or  nine  per  cent  or  some  other  percent- 
age; whether  it  is  the  same  percentage  in  every  line  of  business  or  whether  a 
fair  return  for  one  business  is  not  a  fair  return  for  another;  and  if  not,  why 
and  how  auch  more  it  ought  to  be  in  cne  business  than  in  another;  or  if  two  con- 


cerns  in  tho  same  line  nay  have  different  rates  of  return,  Te  must  translate  our 
"just"  and  "fair"'  and  "reasonable"  and  "equitable"  prices  and  profits  Into  fig- 
arts'"  dollars  and  cents;  morals  and  Mathematics  must  go  hand  in  hand.  We  will 
have  to  know  the  cost  of  production  and  if  we  find  differences  in  different  es- 
tablishments we  will  have  to  know  the  reasons  for  them.  We  will  have  to  decide 
whether  we  are  to  base  our  prices  on  the  costs  in  establishments  cf  the  highest 
efficiency  and  let  the  weaker  go  to  the  wall  as  Mr.  Carnegie  advises. 

re  want  to  do  justice  to  the  men  who  are  managing  the  corporations.    If  we 
do  not  feel  that  it  is  necessary  or  advisable  to  regulate  the  wages  of  ail  the 
employees  of  the  great  corporations,  we  cannot,  at  any  rate,  refuse  to  consider 
the  salaries  of  the  men  at  the  top.    To  do  not  want  to  scale  prices  down  so  that 
these  men  will  get  less  than  a  just  reward  for  their  services.    Their  salaries 
are  part  of  the  cost  of  production,  or  would  be,  if  they  were  just  whit  they 
ou^ht  to  get  for  the  services  they  render  in  aiding  production.      We  must  know 
what  these  services  are  worth.    Host  of  us  will  agree  with  President  Taft  that 
the  enterprise  of  the  individual,  his  industry,  his  energy,  his  ingenuity,  his 
intelligence  and  his  independent  courage  are  qualities  to  be  prized.    And  if 
these  qualities  are  devoted  to  the  service  of  a  corporation  which,  in  its  turn, 
is  serving  us  for  a  reasonable  compensation  —  and  we  mean  to  see  that  it  does  — 
vre  must  try  also  to  see  that  that  compensation  is  enough  to  include  a  fair  sal- 
ary for  the  managers.    And  we  know  if  we  do  not  adequately  reward  them  we  cannot 
expect  them  to  continue  in  the  service  cf  the  corporation  and  indirectly  of  the 
public . 

On  the  other  hand,  ?/e  do  not  want  price  regulation  that  will  be  a  farce.  If 
for  instance,  milk  is  selling  at  nine  cents  a  quart,  we  should  not  care  to  have 
a  commission  decree  that  it  should  not  be  sold  for  less  than  five  cents  nor  more 
than  fifteen  cents.    Even  if  the  commission  fixed  the  price  at  eight  and  one- 
half  cents  we  should  want  to  know  why  this  price  and  no  less.    We  should  expect 
the  coroinission  to  know  the  capi-^1  invested  in  the  milk  business  and  the  cost  of 


production.    If  it  did  not  know  thsse  things  it  could  have  no  sufficient  data  to 
determine  the  proper  price.    To  announce  that  the  capitalization  of  the  milk 
business  or  the  oil  business  or  the  steel  "business  or  tho  railway  business  or  any 
business  is  in  a  stato  of  hopeless  confusion.    V.Te  need  a  physical  valuation  that 
will  take  some  years;  that  the  cost  of  production  is  a  matter  about  which  experts 
differ  and  that  it  depends  largely  on  the  point  of  view;  but  that  in  the  mean- 
time we  will  reduce  rates  or  prices  five  or  ten  per  cent  or  some  other  figure, 
or,  at  any  rate,  we  will  not  permit  an  advance  —  this  is  not  a  solution  of  the 
problem  of  trust  or  price  or  rate  regulation.     If  it  is  the  best  that  can  be 
done  we  must  make  the  best  of  it.    The  commissioners  are  to  be  expected  to  reach 
a  decision  not  to  announce  that  they  cannot  reach  one. 

Let  us  consider  some  other  questions  which  would  come  before  a  price-regu- 
lating commission  —  a  commission  trying,  not  yet  to  do  justice,  but  to  formu- 
late a  code  of  principles  by  which  justice  is  to  be  done. 

"*e  are  not  asking  for  lower  prices  or  for  higher  prices  out  for  fair  prices: 
for  justice  to  the  consumer  and  producer  whether  that  producer  is  an  individual 
or  a  corporation,  and  we  know  that  we  must  not  expect  exact  justice:    that  we 
will  be  doing  well  if  we  get  approximate  justice:    we  shall  not  blame  a  commiss- 
ion for  resorting  to  estimate  and  conjecture  when  it  can  do  no  better.    Bu  t  we 
should  know  when  it  is  doing  that  and  when  it  is  basing  its  decision  on  facts 
and  what  evidence  it  requires  of  the  things  it  accepts  as  facts. 

Let  us  suppose  that  in  an  earlier  stage  of  the  iron  business  the  production 
of  pig  iron  was  mainly  in  the  hands  of  two  concerns.    Each  had  forty  per  cent  of 
the  trade.    There  was  not  between  them  any  sort  of  an  understanding.    They  both 
sold  iron  at  the  same  price  per  ton  just  because  at  that  price  they  could  make 
the  reasonable  profit  of  sight  per  cent.    But  the  managers  of  these  concerns  saw 
the  advantages  of  combination  and  they  combined.    They  economized  in  the  handling 
of  material,  they  saved  cross  freights,  they  discharged  salesmen,  they  utilized 


con3equer.ce  of  these  savings  they  could  make  twelve  per  cent  profit  instead  of 
Bight  per  cent  without  increasing  the  price  to  the  consumer. 

Questions  for  the  commission.    Is  the  consumer  entitled  to  the  benefit  of 
these  savings?    If  so,  why?    TThat  did  he  do  to  bring  them  about?    If  not,  is 
trelve  per  cent  a  reasonable  profit?    If  it  were  increased  to  twenty-five  per 
cent  by  similar  means  would  that  be  a  reasonable  profit?    Or  fifty  per  cent? 
Should  the  company  share  the  gala  with  the  consumer?    Again,  why?    If  he  is  not 
entitled  to  all  of  it,  why  to  any?    But  if  he  is  entitled  to  part  of  it,  to  what 
part?    Three-eights  or  one-half  or  five-sights?    Trhy  one  of  these  fractions 
rather  than  some  other?    Why  one-half  rather  than  one-fourth  or  three- fourths? 

Take  another  question.    Some  large  corporations,  the  Standard  Oil  Company, 
for  instance,  have  investigating  departments  which  do  research  work.    Lot  us 
suppose  that  such  a  department  finds  a  new  process  by  which  cost  is  cut  in  two. 
Is  the  consumer  entitled  to  the  saving?    Or  to  part  of  it?    If  so,  what  part? 
And;  why  not  some  other  part  or  all?    And  if  you  give  him  all  or  most  of  it,  will 
the  company  he  enthusiastic  about  further  research  work? 

Suppose,  however,  the  company  spends  $100,000  a  year  on  research  work  —  or 
$1,000,000  —  and  the  investigating  department  finds  nothing.    Shall  the  expense 
of  the  department  be  added  to  the  cost  of  the  product  and  charged  to  the  con- 
sumer?   How  long  would  the  commission  allow  this  to  be  continued?    How  can  you 
tell  whether  the  department  has  really  found  out  nothing?    Suppose  discoveries 
are  being  used  elsewhere  than  in  the  service  of  the  company  and  patents  are  being 
taken  out  as  a  result  of  work  for  which  the  consumer  is  paying? 

That  is  a  fair  salary  for  the  head  of  such  a  department?    And  for  his  able 
assistants?    If  they  save  the  company  a  million  dollars?    If  they  cost  the  com- 
pany a  hundred  thousand  dollars  and  have  nothing  to  show  for  their  work?  Suppose 
a  designing  official  of  the  company  puts  a  few  needy  relatives  in  a  department 
of  that  kind,  not  to  find  out  anything,  but  to  eat  up  profits  that  would  other- 
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wise  z°  to  the  consumer?    Do  we  expect  the  commission  to  watch         those  things? 

Except  some  insinuations  about  the  research  department,  we  have  taken  into 
consideration  only  the  legitimate  advantages  of  combination.    The  commission  may 
find  that  the  corporation  is  enjoying  some  illegitimate  advantages  —  rebates  or 
drawbacks .  if  these  things  have  not  entirely  disappeared  but  have  only  been 
metamorphosed  into  fox-ms  less  obnoxious  to  the  law;  railway  discriminations;  in- 
creased prices  due  to  the  establishment  of  monopolistic  conditions,  this,  in  its 
turn,  due  to  the  suppression  of  competition  by  unfair  methods;  by  espionage;  by 
corruption  of  dishonest  legislators;  by  persuading  innocent  statesmen  that  the 
corporation  needed  a  tariff  to  protect  it  from  the  foreigner  and  then  selling 
its  c^oods  at  lower  prices  abroad  than  at  home;  by  any  other  method  which  is  open 
to  criticism.    If  the  corporation  is  charging;  a  monopoly  price  —  a  price  that 
will  yield  the  highest  net  returns  —  this  price  can  be  analyzed  theoretically 
into  a  number  of  elements  —  the  cost  of  production,  the  reasonable  profit  on 
the  capital  invested,  the  savings  arising  from  the  legitimate  advantages  of  con- 
centration and  the  results  of  the  unfair  practices  of  the  corporation.    Can  the 
commission  also  analyse  the  price  and  say  how  much  it  should  be  reduced,  how 
many  dollars  or  cents  a  ton  or  pound  or  gallon  to  do  justice  to  both  the  consum- 
er and  the  producer? 
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milCH  PRICES  SHALL  WE  REGELATE? 

Following  the  legal  authorities  cited  we  find  that  any  business  affected 
with  a  public  interest  becomes  subject  to  government  regulation  of  prices. 

A  question  may  arise  as  to  whether  a  given  business  is  or  is  not  affected 
7;it:-.  a  public  interest.    Prof.  Wynan  (Control  of  the  Market,  pp.  2o3-3)  says: 

,rrhethsr  a  business  is  public  or  not  depends  in  last  analysis  upon  the  sit- 
uation of  the  public  with  respect  to  it.    Are  there  enough  of  such  purveyors  to 
serve  the  public?    Or  are  there  for  permanent  re  .sons  never  enough?    If  so,  there 
will  be  virtual  competition;  if  not,  there  will  be  virtual  monopoly.    It  will  be 
found  that  in  many  of  the  great  businesses,  such  competition,  although  from  a 
legal  point  of  view  possible  is,  from  the  economic  point  of  view  improbable.  So 
far  as  one  can  see  virtual  competition  is  at  an  end  in  these  industries  and  vir- 
tual competition  is  at  an  end  in  these  industries  and  virtual  monopoly  will 
henceforth  prevail.    Therefore  it  must  be  said  that  the  public  has  now  an  inter- 
est in  the  conduct  of  these  businesses  b  y  their  owners.    They  are  affected  with 
a  public  interest  since  these  agencies  are  carried  on  in  a  manner  to  make  them 
of  public  consequence.    Having  devoted  their  property  to  a  use  in  which  the  pub- 
lic has  an  interest  they,  in  effect,  have  granted  to  the  public  an  interest  in 
that  use  and  must  submit  to  be  controlled  by  the  public  for  the  common  good  to 
the  extent  of  the  interest  they  have  Created." 

It  is  the  situation  of  the  public  with  respect  to  the  industry  that  deter- 
mines the  matter  .    The  public  needs  the  products  of  the  industry  or  the  services 
of  the  purveyor;  the  purveyors,  by  reason  of  their  restricted  number,  or  by 
reason  of  combination,  or  for  some  other  reason,  have  the  public  at  their  mercy 
as  to  prices;  then  the  law  may  intervene  to  protect  the  consumer.    The  public 
needs  bread  and  consequently  grain;  that  is  one  reason  why  the  0rain  elevatin_ 
business  is  affected  with  a  public  interest.     If  there  were  only  one  purvevor. 
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one  United  States  Grain  Elevator  Company  in  the  business,,  its  prices  would  be 
subject  to  regulation.    If  there  were  many  companies  —  and  there  are  hundreds — 
and  if  they  were  performing  the  service  at  competitive  prices  there  would  be  no 
occasion  for  regulation.    But  whether  or  not  they  were  serving  the  public  at 
competitive  prices  would  be  a  question  of  fact  to  be  decided  by  a  court  or  com- 
mission . 

On  the  other  hand,,  fashionable  ail  liner  y  or  automobiles  are  not  needed  by 
the  public.    Combinations  in  such  businesses  might  be  attacked  by  the  proper 
authorities  but  not  on  the  same  grounds  as  in  I-tunn  vs.  Illinois.     It  is  hoped 
that  this  is  a  fair  statement  of  the  principle. 

Its  importance  at  the  moment  lies  in  its  bearing  on  the  question,  how  much 
work  will  the  commission  have  to  do? 

Some  of  the  plans  for  trade  commissions  provide  for  the  supervision  of  the 
trusts  or  great  industrial  corporations  including  the  regulation  of  the  prices 
they  charge.    But  it  is  plain  that  this  may  not  meet  the  requirements  of  a  given 
case.    To  place  the  Steel  Corporation,,  for  instance,  under  the  supervision  of  a 
commission,  leaving  other  steel  concerns  out  of  its  jurisdiction  on  account  of 
their  size  and  their  apparent  independence  might  easily  defeat  the  purpose  of 
the  law. 

The  Steel  Corporation,  if  unwilling  to  supply  an  article  at  the  price 
fixed,  might  discontinue  its  production  cr  find  reasons  for  delaying  deliveries 
to  a  time  beyond  which  the  consumer  could  not  wait.    The  consumer  then  would 
have  to  resort  to  one  of  the  smaller  concerns  not  under  the  jurisdiction  of  the 
commission  and  he  might  have  to  pay  much  more  than  a  fair  price.    Some  plans, 
like  "r.  Carnegie's,  are  distinctly  not  open  to  that  objection  and  it  may  be 
hardly  worth  mentioning.    To  fix  a  maximum  price  Y/hich  will  apply  to  a  large 
corporation  and  not  to  a  small  one  or  to  an  individual  seems  absurd. 

Again,   the  fact  that  a  business  is  not  controlled  by  any  large  concern  nor 
by  any  combination  of  small  or  large  concerns  (  so  far  as  we  can  prove)  should 


:iot  exempt  it  from  price  regulation  if  the  prices  charged  are  unreasonably  high. 
For  instance.,  the  Tobacco  trust  i  ay  be  legally  dissolved  into  its  constituent 
companies,  none  of  which  may  now  be  violating  the  lav/.    We  may  be  unable  to 
prove  any  agreement  or  combination  among  them,  yet  if  the  price  of  tobacco  re- 
gains unreasonably  high  (  assuring  that  it  is  or  was  unreasonably  high)  it  will 
be  a  r roper  subject  for  regulation.     If  the  thirty-eight  Standard  Oil  Companies, 
find  that,  through  long  discontinuance  of  exercise,  their  faculties  of  competi- 
tion have  become  atrophied,  wo  may  be  unable  to  show  that  they  are  in  any  way 
violating  the  antitrust  lav;.    But  if  the  price  of  oil  —  not  to  speak  of  the 
three  hundred  by-products  —  does  not  go  down  to  a  reasonable  figure,  it  must 
be  regulated. 

The  fact  that  conditions  may  still  bo  competitive  in  a  given  business 
should  not  necessarily  exclude  prices  in  that  line  from  the  jurisdiction  of  the 
commission .    The  general  trend  is  toward  concentration  and  a  commission  should 
be  authorized  to  regulate  prices  if  regulation  becomes  necessary.  Besides, 
Whether  competitive  or  monopolistic  conditions  exist  is  always  a  question  of 
fact. 

For  instance,  there  is  serious  complaint  of  the  high  price  of  food.  There 
is  also  animated  discussion  as  to  the  causes. 

Even  though  investigation  should  show  that  no  one  in  the  food  business  is 
_etting  an  undue  profit  we  cannot  be  sure  of  that  until  the  investigation  has 
taken  place.    And  if  competitive  conditions  prevail  now  they  may  cease  to  pre- 
vail at  any  time.     It  v;ould  seern  that  the  commission  must  regulate  food  jrices-- 
not  necessarily  every  article  of  diet  —  December  strawberries  may  belong  in 
the  same  category  as  automobiles  and  fashionable  millinery  and  city  mansions  — 
but,  let  us  say,  the  r rices  of  some  articles  of  food. 

lot  exactly  the  regulation  of  trusts  and  corporations  and  their  prices, 
therefore,  is  the  problem,  but  the  regulation  of  the  prices  of  articles  of  nec- 
ssityj  of  commodities  in  common  use. 
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This  will  involve  the  investigation  of  trusts  and  their  constituent  con- 
cerns in  order  to  find  out  their  costs  of  production.    It  will  also  involve  the 
examination  of  smaller  establishments  to  ascertain  their  costs  of  production, 
for  comparison  with  those  of  the  combinations.    For  it  must  be  remembered  that 
the  superior  efficiency  of  the  combinations  —  at  any  rate,  beyond  a  certain 
point  —  has  been  questioned,,  and  it  is  a  question  of  fact  to  bo  settled  by  evi- 
dence in  each  case. 

Let  us  try  to  form  some  notion  of  the  scope  of  the  commission' 6  work  if  it 
is  to  cover  anything  like  the  entire  ground  that  is  open  to  its  labors. 

The  united  States  Bureau  of  I^bor  in  its  price  reports  may  be  6upposod  to 
select  the  articles  which  it  considers  of  the  greatast  interest  and  importance. 
In  Bulletin  "c .  99.-  ''arch,  1512,  it  gives  variations  in  wholesale  prices  of, 


Farm  -products. 

2C 

arti 

Food,  etc. 

57 

n 

Cloths  and  clothing 

65 

!! 

Fuel  and  lighting 

13 

T! 

!'etal6  and  implements 

32 

t! 

Lumber  and  building  materials 

28 

II 

Drugs  and  chemicals 

q 

ft 

House  furnishing  ^oods 

Ik 

1! 

Hiecellaneous 

13 

ri 

To  illustrate  further  the  scope  of  the  Bureau's  work  in  this  line,  it  may 
oted  that  the  twenty  articles  included  under  the  heading  farm  products  are, 
Mules,  l6  hands  high,  medium  to  extra. 
Cora,  contract  grades,  cash. 
Flax  seed,  "o .  1. 
Hay,  timothy,  Ho.  1 
Pye,  Ho.  2,  cash. 
Horses,  draft,  good  to  choice. 


Tops,  I.  Y.  State,,  prime  to  choice. 
Barley,  choice  to  fancy,  malting. 
Oats,  contract  grades,  cash. 
Cattle,  steers,  choice  to  prime. 
Hi  eat,  regular  grades,  cash. 
Cotton,  upland,  middling. 
Poultry,  live  fowls . 
Sheep,  heavy,  fair  to  fancy. 
Hog 6,  heavy. 
Hogs,  light. 

Sheep,  wethers,  plain  to  choice. 
Tobacco,  Burley,  dark  red,  good  leaf. 

Even  to  the  most  dense  non-agricultural  mind  it  will  be  plain  that  the 
farmer  produces  a  good  many  more  than  twenty  different  articles.    The  Bureau  of 
Labor  is  able  to  tell  us  about  a  few  of  them  but  the  price  regulating  commission 
will  have  an  opportunity  to  acquire  information  about  them  all. 

Without  going  into  quite  as  much  detail,  it  may  be  said  that  the  fifty- 
seven  articles  of  food  include  bread  (three  kinds),  crackers,  bicarbonate  of 
soda,  starch,  tea,  onions,  sugar  (three  kinds),  canned  goods  (peas,  corn, 
tomatoes),  fish  (  two  kinds  out  of  all  that  swim)  molasses,  salt,,  flour  (three 
kinds)  meat  (eight  kinds)  raisins,  currants,  pepper,  coffee,  apples,  prunes, 
glucose,  beans,  rice,  eggs,  cheese,  butter  (two  kinds),  poultry,  corn  meal,  lard 
:  .  '  age . 

The  superficial  observer  may  think  that  this  is  going  into  detail  quite  as 
much  as  can  be  necessary  for  any  reasonable  purpose,  but  he  is  mistaken.  Take 
the  item  sg^s.    The  Bureau  is  careful  to  inform  us  that  it  refers  to 

"Eggs,  fair  to  fancy,  near  by." 

But  one  might  know  the  price  of  such  eggs  and  yet  be  in  the  dark  as  to  the 
following,  mentioned  in  the  market  rer.ort  of  the  "ew  York  Journal  of  Coiv,nerce 


or 


aad  Commercial  Bulletin,,  July  16,  1913. 

"Fresh  gathered  extras.  2k  to  26 

"  ■         extra  firsts,  21  to  23 

■         firsts,  1SJ  to  20 

"  "         seconds,  lo  to  IS 

B  "         thirds  and  poorer,       12  to  15 

"  "         dirties  :io.  1,  15  to  16 

"  "  "         "    2  and  poorer,      9  to  1*+ 

"  "         checks  per  case  $1  to  $4.20 

Nsaroy  white  Eggs 
State>  Pa.  and  nearby,  hennery  whites, 

as  to  size  and  color,  25  to  30 

State,  Pa.  and  nearby,  gathered  white, 

as  to  size  and  color,  23  to  2S 

'"e 6 tern  gathered  whites,  2C  to  25 

State,  ?a.  and  nearby  hennery  brown,     26  to  2% 
State,  Pa. and  nearby  gathered  brown 

and  colors,  13  to  23 

This  is  for  ft .  Y.  market  only. 

It  is  also  interesting  to  note  that  the  same  market  report  quotes  seven 
kinds  of  potatoes  (sold  in  barrels,  boxes  and  bags)  and  eleven  kinds  of  tomatoes 

Any  cr  all  of  these  articles  of  food  may  be  selling  at  competitive  prices; 
any  or  all  of  them  may  be  in  the  hands  of  local  or  state  combinations  or  organ- 
izations of  wider  scope  such  as  tho  Southern  Wholesalers'  Association  which  so 
obediently  dissolved  at  the  request  of  the  Government .    The  commission  would 
doubtless  find  out  all  about  this.     It  would  seem  to  provide  sufficient  occupa- 
tion for  a  commission  of  reasonable  energy  and  industry,  but  in  addition  the 
commission  would  have  to  fix  fair  and  reasonable  prices  when  necessary  for  till 
articles  affected  with  a  public  interest,  allowing  a  fair,  if  not  a  liberal  pro- 
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fit  to  producers,  middleman  and  retailers. 

Is  slothing  to  be  regulated?    Undoubtedly  the  ordinary  and  cheap  grades 
6ati6fy  a  need  that  ranks  in  importance  with  food  and  shelter.    Although  prices 
of  cloth  and  clothing  show  an  advance,  it  does  not  follow  that  present  prices 
are  unreasonable  or  that  combinations  exist..    In  fact,  there  are,  at  times,  bar- 
gains sales  of  clothing  at  prices  that  seem  unreasonably  low.    And  this  reminds 
us  of  the  department  stores  and  their  practice  of  selling  particular  lines  of 
goods,  regardless  of  cost,  presumably  for  advertising  perposes.     It  also  supp,estt> 
a  general  question  of  principle  not  yet  considered. 

If  a  dealer  in  any  line  is  compelled  to  sell  an  article  at  a  loss  in  order 
to  meet  competition  or  for  any  other  reason,  may  he  make  up  his  loss  by  charg- 
ing tore  than  a  reasonable  price  for  another  article?    The  second  buyer  may  ob- 
ject that  there  is  no  reason  why  he  should  pay  more  because  some  one  else  paid 
less.     If  all  goods  are  to  be  sold  at  not  more  than  a  fair  profit  and  some  must 
be  sold  at  less  or  at  a  loss,  corporations -will  have  to  be  managed  with  fault- 
less Judgment  or  dividends  will  be  even  less  than  the  price  regulators  are  will- 
ing to  allow.    If  a  minimum  selling  price  is  part  of  the  plan  a  man  may  be  left 
with  gccds  on  his  hands  which  will  not  bring  the  minimum  price  and  the  loss  on 
such  goods  will  be  total  instead  of  partial. 

The  trust  movement  in  cloth,  clothing  and  allied  industries  may  not  be  so 
apparent  as  in  other  lines,  but  associations,  amalgamations  and  integrations  are 
not  unknown.    If  a  consumer  should  cast  his  eye  over  the  dividend  records  of  the 
.  Ills  he  might  notice  such  figures  as  lQf>,  itf ,  30&  13#>}  2$?,  and  24;'.    He  would 
also  see  such  figures  as  l£,         l.jf>  and  2. S;  but  these  may  be  the  dividends  of 
mills  that  should  no  lonper  he  "nursed"  as  Mr.  Carnepie  puts  it.    The  consumer., 
with  his  eye  on  the  attractive  dividends  and  the  impressive  figures  of  accumula- 
ted surplus  which  some  of  the  mills  report  might  conclude  that  some  people  are 
making  undue  profits  in  the  cotton  manufacturing  business.    The  commission  might 
or  might  not  reach  the  same  conclusion  but  it  would  hardly  be  warranted  in  re^ch- 


27 


tpg  any  conclusion  without  an  investigation  and  as  there  are  a  great  many  mill! 
and  wide  variations  in  dividend  figures  it  might  involve  a  great  many  invostiga- 
tior.s  . 

Is  shelter  to  be  regulated? 

Speaking  of  industries  (l°ll)  east  of  the  Fockies  and  north  of  the  Mason 
and  Dixon  line,  Prof.  Tearing  says, 

"Half  cf  the  adult  rales  are  earning  less  than  $$00  a  year;  three-quarters 
of  them  are  earning  less  than  §oOC  a  year." 

Hiat  are  they  doing  with  the  money? 

Prof .  Tearing  gives  figures  from  the  U.  S.  Bureau  of  Labor's  Report  of 
I9O3  shoring  the  results  of  an  investigation  of  the  expenditures  of  11,156 
"normal"  families. 

Total  average  income  $  65G.0S 

"  "       expenditure  617.SO 

Percentage  of  expenditure: 

Food  1+3 . 13^ 

Pent  IS.  12'' 

Clothing  12. 25^ 

Fuel  ^.57$ 
Lighting  1.12$ 
Sundries  20.11$ 
Food,  clothing  and  shelter  tahe  up  about  75  Fer  cent  of  the  expenditure. 
Kust  we  not  regulate  them  all?    Anything  from  a  calico  gown  to  a  city  mansion, 
said  Justice  Field.    But  if  not  a  city  mansion,  v/hy  net,  at  any  rate,  a  tene- 
ment?   The  regulation  of  rents  would  raise  some  interesting  problems.  But 
according  to  newspaper  accounts  of  the  Lloyd  "sorgo  program  it  will  be  attempted 
in  inland. 

Tha  question  cf  credit  has  not  been  raised.    Compulsory  credit  is  not  in- 
cluded in  price  regulation  plans  and  we  may  suppose  that  the  trusts  will  be  per- 


Bitted  to  sell  for  cash.    But  will  they  bo  permitted  to  discriminate  by  grant- 
ing credit  to  some  customers  and  withholding  it  from  ethers?    Or  will  they.,  like 
the  railways,  be  required  to  do  a  cash  business  with  everybody?    Till  the  com- 
mission see  that  they  actually  collect  their  bills?    Rebates  in  the  fori;;  of  re- 
funds for  alleged  overcharges  or  allowances  for  collusive  claims  are  among  the 
problems  of  railway  regulation.    So  also  are  rebates  disguised  as  commissions 
and  advertising.     It  is  net  impossible  that  similar  questions  will  arise  in 
;ri:e  regulation. 

Which  prices  shall  we  regulate?    How  many  and  how  often? 
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A  QUART  OF  MILK 

!.fr.  James  A.  Farrell,  President  of  the  United  States  Steel  Corporation, does 
not  regard  price  regulation  with  favor. 

"It  would  appear  to  be  absolutely  impracticable/'  he  says,  "for  the  Govern- 
ment to  attempt  to  fix  prices  of  all  commodities ,  even  those  manufactured  only 
by  the  steel  industry,  in  view  of  the  hundreds  cf  thousands  of  variations, 
shapes,  sizes,  sections,  gauges,  kinds,  qualities,  etc." 

Mr.  Farrell* 8  view3,  to  say  the  least,  are  plausible.     The  Steel  Corpora- 
tion, with  an  integrated  industry  producing  practically  everything  in  its  line 
from  the  ore  to  the  finished  product,  does  turn  out  a  great  many  different  kinds 
cf  articles.    Let  us,  for  the  present,  try  a  simpler  problem  —  a  single  article' 
a  necessity  cf  life,  sold  at  a  uniform  price  in  a  given  market  at  a  given  time. 

Just  prior  to  Nov,  1,  1909,  bottled  milk  was  selling  in  New  York  City  at 
S  cents  a  quart.    On  or  about  Not.  1,  1909,  the  price  was  raised  by  the  practi- 
cally simultaneous  action  of  the  dealers  to  9  cents.    The  attention  of  the 
Attorney  General  cf  the  State  was  called  to  the  matter  and  he  instituted  an  in- 
vestigation.    A  referee  was  appointed  by  a  Judge  of  the  Supreme  Court  to  take 
testiomny.    Hearings  began  Tec.  6,  I9C9  and  continued  until  March  3>  19*0  •  '..ore 
than  eighty  witnesses  were  examined,  including  twenty-eight  farmers  from  the 
^reat  dairy  counties  of  the  State,  milk  dealers,  grccery-men,  officials  of  milk 
companies  and  an  expert  accountant  representing  the  state,    /bout  37^^  pages  of 
testimony  were  taken  which  was  digested  by  the  referee  in  "a  brief  narrative" 
or  4/4  pages  . 

The  Attorney  General  found  that  the  averaw^;  uice  paid  to  the  producer  in 
1 90^-09  was  3-1/3  tc  3g  cents  a  quart  and  that  the  average  cost  cf  production 
was  J  .513  -er.ts  a  quart.    Ke  found  that  "rany  farmers  have  stopped  producing 


milk  and  there  exist  many  abandoned  dairy  farms  throughout  the  State."  He  found 
evidence  of  unfair  L.ethodB  used  tc  drive  independents  out  of  "business. 

He  found  that  the  large  milk  companies  were  caking  enormous  profits.  He 
recommended  that  the  State  should  "regulate  the  prices  which  middlemen  and 
dealers  may  charge  for  and  profits  they  may  make  from  dealing  in  articles  of 
common  necessity  such  as  milk."    Andj  as  7/e  have  seon,  he  suggested  that  euch 
regulation  should  extend  tc  euch  commodities  as  coal,,  ice,  meat  and  flour  a6 
well  a6  milk  and  that  it  6hould  bo  exercised  through  a  commission. 

Lot  the  reader  suppose  himself  appointed  Sole  Commissioner  to  fix  the  price 
of  milk.    The  farmer  ^ete  3-I/3  to  3^-  cents  a  quart;  the  consumer  rays  9  cents. 
Yith  the  Attorney  3-eneral's  report  and  the  Beferee'e  digest  of  testimony  to 
guide  him,,  let  the  commissioner  say  what  is  a  fair  price  to  pay  to  the  farmer 
and  what  is  a  fair  price  to  charge  the  consumer. 

Beginning  with  the  farmer,  the  commissioner  would  probably  aay  that  he  is 
not  getting  enough.    The  average  ccst  of  production,  says  the  Attorney  General , 
«s.s  testified  to  by  the  producers,  was  3«5^3  cents  a  quart  for  I5CS-O9. 

It  is  not  merely  that  the  farmers  say  they  are  losing  money;  they  are 
actually  going  out  of  the  milk  business.    The  number  of  milch  cows  in  the  State 
of  Hew  York  increased  less  than  five  per  cent  between  1SSC  and  1900;  the  popula- 
tion increased  over  Uc  per  cent.     The  commissioner  might  think  it  advisable  to 
inquire  into  this . 

And  he  might  think  it  part  of  Ms  business  to  inquire  into  the  elements 
that  make  up  this  cost  cf  production  and  see  if  some  reduction  could  not  be  made. 
It  appears  that  one  very  important  element  in  the  co6t  of  production  is  mill 
feed  —  h2  per  cent  of  the  cost,  according  to  one  calculation.    The  price  of 
■ill  feed  is  said  to  have  doubled  in  the  last  twenty  years. 

There  is  criticism  of  farmer's  methods.  One  large  milk  dealer  says  the 
Tew  York  farmers  buy  their  cows  and  their  feed,  instead  of  which  they  should 
raise  their  cowe  and  their  feed.    There  may  be  something  in  that;  the  commiss- 
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ioner  might  look  into  it.    v'o  went  to  give  the  farmer  a  fair  chance,  but  we  do 
not  rant  to  nurse  him.    The  inquiry ,  of  course,  might  show  that  he  has  good 
reasons  for  his  policy. 

From  the  farmer  milk  goes  tc  the  creamery ,    The  processes  at  the  creamery 
add  an  expense,  according  to  one  authority,  of  three-eighths  of  a  cent  a  quart; 
according  to  another,  one-half  a  cent;  according  to  another,  three-fourths  of  a 
cent.    The  commissioner  would  have  to  find  out  which  of  these  figures,  if  any, 
is  a  reasonable  allowance  for  this  branch  of  the  business.    The  report  throws 
no  light  on  this  question. 

Freights  range  from  three- fourths  of  a  cent  to  one  and  one-quarter  cents  a 
quart.    Differences  in  freight  rates  must  be  expected  on  milk  coming  from  six 
states.    Some  farmers  think  freight  rates  are  too  high;  but  that  is  a  question 
for  the  railroad  commissioners .    So  also  is  the  question  of  the  interests,  if 
any,  of  railroads  or  railroad  officials  in  creameries  and  in  milk  companies, 
possible  discriminations  and  such  matters. 

Cartage  from  the  city  railway  station  costs  one- fourth,  three-eighths  or 
one-half  of  a  cent  a  quart,  according  tc  the  authority. 

Delivery  to  the  consumer  is  the  next  item.    One  expert  says  one  and  one- 
quarter  cents  a  quart  but  he  adds  "office  help  and  extra  riders  l£  cents." 
Another  says  "route  delivery  two  and  one-quarter  cents  exclusive  of  office  ex- 
enses."    Another  says  "delivery  to  trade,  two  cents."    Another,  "city  delivery, 
,0l62."    But  the  last  named  figure  does  not  allow  for  "wear  and  tear  of  horses, 
harness,  wagons,  insurance,  rental,,  depreciation  of  machinery,  clerical  help" 
or  interest  on  investment. 

This  iter:,  of  cost  of  delivery  to  the  consumer  forms  so  large  a  part  cf  the 
retail  pries  of  milk  that  the  commissioner  would  have  to  look  at  closely. 

"ow  many  quarts  of  bottled  milk  can  a  man  with  a  wagon  deliver  in  a  day? 
The  r resident  of  one  of  the  companies  says  175  quarts  —  but  sometimes  UCG 
quarts.    Of  course  something  depends  on  the  capacity  of  the  wagon,  the  number  of 
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horses  rer  wagon  and  rhether  the  customers  live  close  together  or  are  scattered. 

"Ice  during  entire  handling  three-eighths  of  a  cont  a  quart"  is  an  item 
included  in  one  estimate.    Other  parties  aj parently  forgot  all  about  ice.  But 
ice,  as  we  kr.ow,  is  a  problem  in  itself. 

If  the  commissioner  is  to  fix  a  reasonable  price,  not  only  for  the  farmer,, 
but  for  the  mill  feed  man  who  supplies  the  farmer,  the  creamery  people.,  the 
bottle  manufacturers,  the  ice  men  and  the  milk-can  makers,  his  will  be  no  easy 
task.    And,  of  course,  v:e  must  see  that  none  of  these  people  are  allowed  an  un- 
due share  in  the  retail  price  of  milk. 

Let  us  see  if  we  can  find  out  what  profit  the  milk  companies  are  making  on 
a  quart  of  milk, 

""rat  capital  have  they  invested?    According  to  the  expert  accountant  of  the 
State,  one  of  them  has  capital  stock  to  the  amount  of  $25, COO, COO,  of  which 
$15,000,000  was  issued  for  trade  murks,  patents  and  good  will.    The  company,  on 
the  other  hand,  claims  that  it  has  "tangible  assets,  exclusive  of  trade  marks, 
patents  and  good  will,  of  about  $25,000,000."    Whatever  its  capital  is,  it  paid 
2  per  cent  on  its  common  stock  and  6  per  cent  on  preferred. 

Another  company  had  capital  stock  amounting  to  $500,000  in  June  1909,  which 
it  increased  by  $31,UC0  later  in  the  year.    This  company's  net  earnings,  after 
all  deductions,  for  the  year  ending  Oct.  31,  1909,  were  over  $250,000. 

Another  company  with  a  capital  stock  of  about  $3S7,000  earned  about 
$50,000  during  the  first  six  months  of  I509. 

It  is  plain  enough  that  these  companies  were  making  large  profits, but  that 
is  net  the  point  that  concerns  us.    That  was  the  profit  on  a  quart  of  milk?  The 
expert  accountant  of  the  State  does  not  presume  to  say.    Here  are  seme  of  the 
reasons  why  he  did  not  find  out: 

The  $25,C0C,0C0  company  not  only  sells  milk  out  has  a  large  manufacturing 
department,  has  thirty-one  plants  in  eight  states,  makes  condensed  milk,  evap- 
orated milk,  condensed  coffee,  malted  milk,  caramel6,  milk  chocolate,  butter- 


milk,  casein.,  cheese  and  butter.    Therefore,  the  fact  that  the  company  pays 
dividends,  however  large,  is  no  proof  at  all  cf  a  profit  on  milk,    It  might  sell 
milk  at  a  loss  and  offset  the  loss  by  profits  on  other  articles.    Its  acc&unts 
are  so  hept,  according  to  its  own  statement,  that  the  profits  (or  losses,  as  the 
case  Lay  be)  on  the  sale  of  milk  alone  are  not  known  and  can  only  be  conjectur- 
ed.   The  commissioner,  in  order  to  get  at  the  facts,  would  have  to  prescribe 
radical  changes  in  methods  cf  accounting,  not  only  in  the  milk  distributing 
business,  but  in  the  creamery,  bottle,  milk  can,  ice  and  other  lines. 

The  company  does  not  give  the  average  cost  or  profit  on  a  quart  of  milk 
but  it  does  give  figures  showing  the  cost  to  it  in  December,  1909,  as  follows: 
Cost  \  er  quart  cf  fluid  milk  used  .QhjS 
Labor,  fuel,  miscellaneous  expense 

country,  and  milk  freight  .OI&U71 
Labor (city),  uniforms,  ice,  horse-shoeing, 
bottle-caps,  repairs,  accident  payments, 
advertising  matter,  stationery,  city  and 
country,  furniture,  waste  and  gifts  — 
city,  feed  and  bedding,  repairs  to  wagons 
end  harness-,  bottle  loss  and  horse  depre- 
ciation .027 991 

Accepting  this  statement  as  correct,  there  was  a  profit  on  milk  at  nine 
cents  of  less  than  one-fifth  of  a  cent  a  quart. 

These  figures  seem  to  have  made  no  impression  on  the  .Attorney  General;  nor 
did  the  sworn  statements  cf  the  dealers  that  an  advance  was  necessary  to  pre- 
vent disaster;  nor  the  statements  that  there  was  no  agreement  to  raise  prices; 
that  there  was,  ija  fact,  fierce  competition  in  the  milk  trade.    One  cf  the  com- 
panies advanced  the  price  and  the  competitors  followed  suit.    Competition  in  the 
milk  trade  does  not  result  in  cutting  prices;  it  shows  itself  in  an  emulation 


to  reach  the  highest  price  in  the  shortest  time. 

And  we  car.  understand  that  a  commissioner  might  take  the  same  view  as  the 
Attorney  G-eneral.    Let  us  imagine  a  commissioner,  bold,  resolute,  clothed  v:ith 
practically  autocratic  authority,  determined  to  serve  the  public  and  not  over 
scrupulous.    He  finds  the  producer  getting  3j  cents  and  the  consumer  paying  2 
cents  and  the  companies  paying  large  dividends.    These  are  the  salient  points; 
the  data  as  to  other  matters  he  considers  doubtful,  confused,  contradictory. 
Something  must  be  dons.    He  orders  the  companies  to  pay  the  farmer  U  cents  and 
to  charge  the  consumer  5  cents,  perhaps  7  cents.    Assuming  that  the  order  can  be 
enforced,  will  the  companies  go  out  of  business?    Who  shall  say?    If  they  do  notj 
it  will  be  a  great  triumph  for  price  regulation.    But  if  that,  or  something  like 
it,  is  what  price  regulation  means,  let  it  be  so  understood. 

And  if  the  commissioner  should  make  a  mistake  and  fix  prices  which  will 
leave  the  companies  a  margin  insufficient  to  permit  the;::  to  remain  in  the  busi- 
ness his  action  will  bring  disaster  to  both  consumer  and  producer. 

It  is  true  cf  course  that  the  Attorney  G-eneral l»    view' was  not  such  as  a 
BC  .  i6sioner  would  be  exptected  to  make..    But  this  is  not  saying  that  the  Com- 
missioners task  would  be  easier.    The  problem  of  fixing  fair  prices  for  the 
farmer  and  the  milk  concumer  is  essentially  the  same  sort  of  probelem  as  that 
of  fixing  reasonable  rates .    ^e  must  find  the  amount  of  capital  invested,  the 
fair  rate  of  return  and  the  cost  of  production. 

What  is  the  fermer's  capital?    "lust  we  know  the  capital  of  each  of  the 
3C,CCC  or  He, COO  farmers  who  supply  the  city  cf  New  York  or  only  of  some,  and 
if  only  cf  some,  how  many  and  which  ones? 

Is  the  capital  on  Which  v;e  are  to  allow  a  fair  return  the  present  value  of 
the  farm,  implements,  etc.  as  prevailing  opinions  in  railway  cases  see::  to  imply" 
Or  is  it  the  original  investment,  a  doctrine  urged  by  some  vigorous  dissenters 
among  the  railway  regulators7 

T.ichever  it  is  must  we  investigate  each  of  these  30,C0  or  ^0,000  cases  or 


Oi:ly  some  and  if  some,  how  many  and  which  ones? 

If  the  present  value  of  the  far*  .is  part  of  the  farmer's  capital  must  we 

allow  a  larger  rate  of  return  and  possibly  therefore  a  higher  price  for  milk  to 

the  farmer  living  on  a  comparatively  higher  priced  farm  near  the  city  than  to 

la 

or.e  producing  milk  in  a  relatively  cheap  far; a  remote  corner  of  one  of  the  six 
contributing  8 tat eel 

If  the  value  of  the  farm  is  part  of  the  farmers  capital  which  part  of  that 
value  is  to  be  assigned  to  the  production  of  milk  assuming  that  the  farmer  pro- 
duces other  things  than  milk? 

TThat  is  a  fair  rate  of  return  for  the  farmer?    Is  it  the  same  for  all  far- 
mers?   Or  may  there  be  different  rates  of  return  as  there  are  for  different 
railways  for  the  same  kind  of  traffic  in  the  same  state  at  the  same  time.  Is 
superior  efficiency  to  be  rewarded  by  a  higher  rate  of  return  or  shall  we  tell 
the  more  efficient  that  they  must  get  their  reward  from  increased  production. 

Row  shall  we  ascertain  the  farmer '6  cost  of  production?    Must  we  ascertain 
the  costs  of  30,000  or  1+0,000  farmers  —  and  ascertaining  means  investigating  — 
or  of  how  many,  and  which  ones?    Shall  we  accept  as  evidence  of  cost  the  opinion 
of  farmers  who  do  not  keep  accounts?    Shall  v/e  compel  all  fanners  to  keep  ac- 
counts?   Shall  we  prescribe  accounting  systems?    Shall  we  examine  farmer's 
books0    Fhat  sort  of  accounting  force  will  v/e  probably  need? 

Perhaps  we  have  not  here  a  simple  problem  after  all. 


SECTION  5 


REGULATIITG  A  CORPORATION 

In  1902  there  were  three  thousand  manufacturing  establishments  in  the 
United  States  turning  out  products  cf  $1,000,000  or  more.    To  make  up  a  fair  and 
reasonable  price  list  for  a  million  dollar  establishment  would  involve  some  dif- 
ficulty.   To  make  three  thousand  such  price  lists  once  a  year  would  mean  to 
make  ten  every  day  for  three  hundred  working  days.    Perhaps  it  may  not  be  nec- 
essary to  investigate  and  suporvice  all  these  three  thousand  establishments. 
Some  of  the  products  may  not  bo  affected  with  a  public  interest.    Groups  of  the 
establishments  re  ay  be  turning  out  products  so  nearly  alike  that  the  commission 
could  take  some  establishments  as  standards  to  which  the  rest  must  conform  or 
take  the  consequences.    On  the  other  hard,  it  might  be  advisable  to  change 
prices  cftener  than  once  a  year. 

And  then  there  are  about  twenty-seven  thousand  establishments  with  pro- 
ducts valued  at  *10C;000  to  $1,000,000.    Some  of  these  might  have  to  be  investi- 
gated,   in  fact,  a  one  hundred  thousand  dollar  establishment  that  can  hold  its 
own  and  stay  in  business  these  days  is  an  interesting  thing  in  itself.  There 
must  be  some  reason  for  its  existence.    A  commission  might  want  to  probe  it 
thoroughly  to  see  if  it  could  throw  some  light  on  problems  of  efficiency  and 
normal  cost.    But  to  examine  twenty-seven  thousand  such  establishments  seems 
too  much  to  expect.    Even  to  examine  one  ]er  cent  of  them  would  mean  to  examine 
one  nearly  every  day  and  the  Attorney  General  of  New  York  State,  it  will  be  re- 
membered spent  three  months  investigating  the  milk  supply  of  one  city. 

Put  whatever  slse  we  may  do  or  leave  undone  it  would  seem  that  if  we  are 
tc  have  price  regulation  at  all,  we  shall  have  to  supervise  and  regulate  the 
United  States  Steel  Corporation. 

fhat  is  the  business  of  the  United  States  Steel  Corporation?    Steel,  if  we 


jud^s  from  the  name  and  iron,  and  various  iron  and  steel  products;  also 
some  other  things.,  as  we  shall  see. 

Prof.  Haney  gives  a  list  of  companies  ownea  or  controlled  by  the  United 
States  Tteel  Corporation.    There  are  eleven  great  subsidiaries  cut  these  own 
and  control  ethers  and  it  is  to  the  sub-subsidiaries  that  interest  it  just  now. 
"hess  are,, 

US  mining  companies  (coal,  iron  and  limestone) 

33  transportation  companies  (chiefly  railroad  but  with  an 

occasional  steamship  or  dock  company) 
2o  manufacturing  companies  (coke,  steel,  wire,  zinc,  tinplate 
and  bridge  companies) 

3  ^as  companies 

Z  water  companies 

2  supply  companies 

1  electric  power  company 

1  export  company 

1  water  and  light  company 

1  improvement  company 

1  steel  shipbuilding  company 

But  some  of  these  sub-subsidiaries  have  a  number  of  subsidiaries  of  their 

For  instar.ee,  the  Oliver  Iron  Mining  Company  owns, 

2  iron  companies 

2  mining  companies 
1  land  and  exploration  company 
lU  other  companies 
and  has  a  lease  of  ore  properties  in  1'innesota. 
The  Onion  Railroad  Company  owns, 
1  railroad  company 


2  water  companies 

1  coko  company. 
The  "innescta  Iron  Company  owns., 

I  sifting  company 

1  development  company 

1  railroad  company 
15  other  companies 
The  Bunsen  Coal  Companv  owns 

1  heat,  light  and  water  company. 
The  Illinois  Steel  Company  owns, 

1  cement  company 

1  coal  and  coke  company 

2  railroad  companies 
1  supply  company 

1  coke  company 

3  other  companies . 
The  Export  Company  owns, 

1  steamship  company. 

The  American  Steel  and  Uire  Company,  a  subsidiary  —  not  a  sub- subsidiary — 
cwr.s  r^.ines  in  Michigan;  Minnesota,,  !*ew  York  and  Pennsylvania  and  manufactories 
of  steel,,  wire j  iron,  nails,  wire  fence,  etc.,  "in  at  least  six  states." 

Let  us  --alee  an  alphabetical  list  of  the  kinds  of  business  in  which  the 
United  States  Steel  Corporation  is  interested,  using  the  names  of  these  com- 
panies to  ^uide  us. 

Brides,  cement,  coal,  coke,  development,  dock,  electric,  power,  explora- 
tion, ^as,  heat,  improvements,  iron,  land,  light,  limestone,  railroad,  ship- 
building, steamship    steel,  stone,  supply,  tinplate,  water,  wire  and  zinc. 

"ore  are  say  twenty  different  lines  cf  business,  for  some  may  be  different 
merely  in  name.    The  costs  of  production  in  these  different  lines,  the  capital 
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invested  end  the  returns  cn  that  capital  are  elements  in  the  United  States  Steel 
Corporation's  cost  of  production.    To  supervise  and  regulate  the  £teel  Corpora- 
tion's business  and  to  make  its  vrico  lists  is  to  supervise  and  regulate  all 
these  different  lines  of  business  and  to  make  their  price  lists. 

The  Pep  ort  of  the  Commissioner  of  Corporations  on  the  Steel  Industry,  Part 
2 j  Jan.  22 j  1Q12,  is  devoted  to  costs  of  production.  It  comprises  lUU  pages 
and  discusses  in  various  places  and  at  some  length  the  methods  and  difficulties 
Of  computation.  The  following  extracts  will,  perhaps,  guard  us  against  placing 
too  much  reliance  on  cost  and  profit  figures  even  when  carried  out  to  an  impos- 
ing number  of  decimal  places. 

"Production  cost6  of  various  iron  and  steel  products'  and  of  the  several 
raw  materials  differ  widely  for  different  concerns,  not  only  on  account  of  the 
ordinary  variations  in  skill  and  good  fortune,  in  management,  advantages  in  lo- 
cation, etc.,  but  also  particularly  because  of  the  following  two  factors: 

1  -  Difference  of  scope  of  operation  or  degree  of  integration. 

2  -  Difference  in  legal  organization  and  accounting  practice. 
Again, 

"Costs  and  prices  by  themselves  afford  no  criterion  whatever  for  judging 
profits  unless  the  extent  of  the  investment  is  also  taken  into  consideration, 
that  is,  if  a  company  is  60  highly  integrated  that  the  business  extends  over  a 
large  number  of  steps  in  the  production  of  steel,  its  profits  must  also  extend 
over  all  the  various  processes  and  should  be  commensurate  with  such  investment." 

"he  Commissioner  evidently  made  a  very  careful  and  painstaking  inquiry  into 
costs  and  profits  and  gives  us  the  results,  which  may  be  accepted  subject  to  the 
qualifications  which  he  has  stated  in  the  two  extracts  given  above  and  elsewhere 
in  the  report.    He  explains  why  he  does  not  give  estimates  for  the  more  highly 
finished  products. 

On  pages  12-13  '~&  given  the  co6t  sheet  for  one  ton  of  Bessemer  iron  pro- 
duced by  a  company  operating  a  number  of  blast  furnaces  at  a  single  riant. 


There  are  lh  kind6  of  ore  used,  the  averawe 
cost  of  the  ore  for  one  ton  of  Beseer..er  iron  being  09-^3^ 
Other  eler.ents  cf  cost  are, 
cinders  and  scale  (2  items) 
scrap  (U  itei.s) 
coke  (3  kinds) 
limestone 

fuel  for  i.iscellaneous  purposes  (  5  kinds) 
labor  (7  items) 

miscellaneous  (  including  steam,  water,  electric  light  and 
power  (17  iteris) 

There  are  credits  for  surplus  gas  and  for  scrap  produced  in  the  process. 
The  "-rand  total  cost"  is  given  as  vlU.l+57. 

There  is  no  evidence  that  the  Commissioner  considers  this  calculation  un- 
necessarily elaborate  and  if  it  is  not,  it  would  seer.:  that  a  price  regulating 
commission  must  scrutinize  each  cf  these  elements  cf  cost. 

Let  us  briefly  consider  two  of  them. 

First;  labor.    President  Farrell  thinks  a  corollary  of  price  regulation  is 
wages  regulation.    President  Van  Rise  thinks  we  may  ultimately  regulate  wages 
but  that  it  may  be  jcstroned  for  a  time.     If  we  are  to  fix  wages  for  the  two 
hundred  thousand  employees  of  the  Steel  Corporation  it  will  add  something  to  our 
troubles  and  even  if  we  can  ignore  that  problem  for  the  present,  it  would  seem 
that  we  must  consider  present  labor  cost,,  involving  present  wage  schedules,  the 
company's  pension  plan,  it6  welfare  work,  etc.    The  cost  of  such  activities  is, 
of  course,  added  to  the  price  charged  to  the  consumer,  or  would  be  if  the  con- 
sumer's j rice  were  based  on  cost  of  production.     In  any  event,  we  can  hardly 
avoid  regulating  the  Corporation's  grocery  stores.    Te  i.ust  see  that  the  supply 
companies  do  not  charge  the  Corporation's  employees  too  much  for  the  necessaries 


Take  cr.e  other  element  in  the  cost  estimate  for  BesGemer  iron  —  ore.  Let 
us  igncre  the  fact  that  this  estimate  is  based,,  not  on  the  price  of  any  one  kind 
Of  ore  out  on  the  price  of  fourteen;  not  the  C06t  of  ore,  but  the  price  at  which 
it  is  charged  to  the  company  producing  the  iron.    This  price,  also,  is  made  up 
of  elements.    Ore  is  raw  material  to  the  Bessemer  iron  producer  but  when  it  ±et& 
to  him  it  is  a  product,  the  price  of  which  can  be  resolved  into  elements,  not 
simple  elements,  exactly,  but  as  simple  as  we  can  reasonably  expect. 

President  "an  ^'ise  jives  the  cost  of  Lake  ore  to  a  large  company  as  $2. 67 
per  ton;  to  a  small  company  as  £2.^7  P©r  ton  (that  is  to  say,,  to  an  aver& __a 
large  company  and  to  an  average  small  company . ) 

On  p^e  12c  (Concentration  and  Control)  he  gives  a  Table  (IT0.3S)  entitled 
"Ccr.gr.ripons  of  cverage  book  costs  par  ton  of  Lake  ore  at  lower  lake  p orts  for 
1902-6  inclusive  and  1?C7-1C  inclusive,  for  the  Steel  Corporation  and  two  other 
large  companies . 

Let  us  take  the  I9O7-IO  average,  covering  a  product  of  SZjZ33A5°  tons, 
ignoring  the  fact  that  it  i.6  an  average,  with  all  the  trouble  that  implies  for  a 
pried  regulator. 

zie  itesuB  are, 

_cc.;cr  .35 

Other  mining  costs  .20 

Ttritping  and  developing  .11 

"ar reciation  .13 

Royalty  .23 

Tail  freight 

Lake  freight  .72 
^enerftl  charges  .  lo 

2.7C 

Of  these  items,  "other  minir.p-  costs"  and  "general  chr-rges"  suggest  possibil- 
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ities  of  further  decomr osition 

Rail  freight  and  lake  freight ,  together      . more  than  half  the  total 
cc6t„.  raise  the  question  whether  these  charges  are  reasonable.     The  Commissioner 
of  Corporations  is  of  the  opinion  that  they  are  not. 

Assuming  that  we  have  a  reasonable  "book  cost"  for  ore,  what  is  a  reasonable 
addition  to  it  for  interest  on  capital  invested'    What  is  the  capital  invested 
in  p reducing  a  ton  of  ore? 

The  commissioner  of  Corporations  puts  it  at  $7-50  to  $7.55  basing  the  esti- 
mate on  a  valuation  of  $13^,000,000  for  the  ore  lands  of  the  Corporation  in 
1Q10.    3ut  President  Van  Hise  thinks  these  properties  are  worth  about 
$380,000,000  and  the  Steel  Corporation's  estimate  is  much  higher  $70C,C0C,CC0 
for  ore  investment  as  it  stood  in -1901.    The  Cora: is sioner  goes  into  the  question 
at  length  in  his  retort  and  if  the  reader  desires  further  information  he  will 
find  it  in  the  Stanley  report.     The  point  that  concerns  us  here  is  that  a  price 
regulating  com:,  ission..  if  it  should  base  its  estimate  of  capital  employed  in  ore 
r reduction  partly  on  the  value  of  ore  lands,  would  probably  have  to  listen  to  a 
great  many  experts. 

If  we  succeed  in  surmounting  the  ore  difficulties  we  may  go  on  to  the  ques- 
tion of  a  fair  -  rice  for  Besser.er  iron,  ?'e  have  the  bock  cost  as  $.l%.ty?7>  "hat 
is  the  capital  invested? 

Tq  have  no  figures  for  the  particular  concern  that  furnishes  the  cost  sheet 
but  we  have  sore  figures  of  the  Commissioner  on  various  branches  of  iron  and 
Bteel  production  which  go  to  shov;  that  the  calculation  of  capital  employed  is  not 
yet  an  exact  science. 

Table       in  Part  2  of  the  F.eport  gives  an  approximate  investment  in  raw 
material  (on  the  basis  of       year's  supply)  and  in  plants  and  working  capital 
required  to  produce  a  tone  of  Besser.er  steel  rails. 

The  investment  -er  ton  of  rails  -(.reduced  is  estimated  as  follows: 


Lake  ore 

$7.06 

to 

$10 

-  > 

Coking  coal 

6.63 

to 

7 

59 

"ir.e  improvement 

to 

: 

.06 

Limestone 

.18 

to 

35 

Coal  or  gas  for  heating,,  etc. 

1.17 

to 

2 

•35 

Blast  furnaces 

10.29 

to 

lU 

.73 

Bessemer  steel  works 

: 

to 

3 

■n 

Bail  and  blowing  mill 

to 

10 

00 

Workiag  capital 

15.ee 

to 

22 

.50 

This  table  requires  little  comment.    It  aerely  shows  that  the  best  evidence 
we  have  as  to  the  accessary  investment  of  capital  to  produce  a  given  quantity 
of  an  iron  or  steel  product  of  a  comparatively  simple  f oris  is  meagre  and  unsat- 
isfactory. 

The  variations  here  are  too  ride.    Suppose  a  company,  A,  investing  IS 
cents  and  producing  a  giver:  quantity  of  limestone,  and  a  company,,  B,  investing 
35  cents  and  producing  the  same  quantity.    Fix  a  fair  rats  of  profit  for  A  and 
B  will  have  about  half  a  fair  profit.    Fix  a  fair  profit  for  3  and  A  will  have 
r.early  twice  a  fair  profit.    Fix  a  price  based  on  the  average,  2o-g  cents,  and  A 
will  have  much  more  and  B  much  less  than  a  fair  profit.    Limestone  is  the  ex- 
treme case  here  but  the  others  would  shew  similar  results  in  a  less  degree.  And 
hew  many  limestone  companies  would  you  have  to  examine  to  find  the  average? 

How  many  articles  would  be  quoted  in  a  complete  United  States  Steel  Corpor- 
ation price  list0    "Hundreds  of  thousands  of  scarir.ticns  of  shapes,  sizes,  sec- 
tions, gaupes,  qualities,"  says  7>Ir.  Farrell.    There  would  at  least  be  a  consid- 
erable number. 

Th3  Iron  Age,  July  17,  I9I3,  pp.  1^2-3,  gives  seme  prices  on  iron  and 

steel  goods  f.o.b.  Pittsburgh 

Plates  (  extras)  21  quotations 

Structural  material  11  " 


14+ 

Fence  Tire  lo  quotations 

Wrought  pipe  117  " 

Boiler  tubes  13  » 

Sheets  27  » 

As  another  indication  of  the  diversified  nature  of  the  iron  and  steel  busi- 
:03s  let  us  consider  this  extract  from  the  tariff  bill  of  1313 .     It  is  from 
.on 

"Steel  bars  and  tapered  or  beveled  bars,  mill  shafting;  pressed,  sheafed 
or  stamped  shapes,  not  advanced  in  value  or  condition  by  any  process  or  opera- 
tier,  subsequent  to  the  process  of  stamping;  hammer  molds  or  swaged  steel.;  gun 
barrel  molds  not  in  bars;  all  descriptions  and  shapes  of  dry  sand,  loam  or  iron 

)lded  steel  sas tings,  sheets  and  plates;  all  the  foregoing  if  made  by  the 
Bessemer,  Siemens-Martin  open  hearth  or  similar  processes,  not  containing  alloys 
such  a3  nickel,  cobalt,  vanadium,  chremium,  tungstenor,  wolfram,  molybdenum, 
titanium j  iridium,  tantalum,  ber9n  and  similar  alloys,  ten  per  cent." 

This  i6  not  the  whole  of  Section  112,  but  doubtless  it  is  enough.    And  it 
is  perhaps  needless  to  say  that  112  is  not  the  only  section  of  the  Metal  Sched- 
ule of  the  tariff  Mr.  Parr#llts  estimate  of  "hundreds  of  thousands  of  variations 
of  shapes j  sizes,  sections,  gauges,  iualities,  etc."  may  not  be  far  out  of  the 
way  after  all. 

There  is,  however,  one  ray  of  hope.    The  Congressmen  who  have  found  out  the 
American  cost  of  production  of  all  the  various  products  enumerated  in  Section 
112  and  the  corresponding  foreign  cost,  who  know  that  we  need  a  ten  per  cent 
tariff    to  save  our  laborers  from  destruction;  who  have  ascertained  th3  effect 
on  costs,  and  consequently  on  the  needed  tariff  rate,  of  alloys  such  as  nickel, 
cobalt,  vanadium,  chromium,  tungsten  or  wolfram,  molybdenum,  titanium,  iridium, 
uranium,  tantalum  and  beron  —  these  are  the  men  we  want  for  the  price  regula- 
ting commission. 

^ome  otler  Questions  ~f  more  or  ie^s  ""rterest  will  ';,rise      Is  tPe  money 


paid  for  plants  in  order  to  dismantle  them  to  be  treated  as  capital  invested  in 
production  and,  as  such,  entitled  to  a  "fair"  return  at  the  expense  of  the  con- 
sumer? 

^resident  Van  Rise  appreciates  this  difficulty.    He  says, 

"Also,  in  passing  from  the  competitive  system  it  may  be  necessary  to  take 
into  an  organization  some  plant6  which  cannot  be  utilized  and  which  must  be 
paid  for.    In  such  a  case  there  is  loss  in  either  method,  by  operating  under  the 
competitive  system  or  by  capitalizing  under  the  cooperative  method." 

"Thus,  while  some  capitalization  of  unproductive  property  and  good  will  is 
allowable,  this  must  be  on  a  conservative  basis." 

Let  the  reader  imagine  himself  a  commissioner  trying  to  apply  this  prin- 
ciple to  a  concrete  case.  What  would  be  a  conservative  valuation  to  place  on 
the  tinplate  and  sheet  plants  which  the  Steel  Corporation  bought  and  dismantled? 

If  the  plants  were  bought  to  eliminate  competition  and  if  that  was  a  legit- 
imate purpose,  then  is  not  the  reasonable  ptice  to  be  allowed  as  capitalization 
the  price  that  had  to  be  paid?    Is  it  not  the  price  that  was  paid,  unless  the 
commissioner  has  evidence  of  collusion  or  bad  faith  or  fraud?    And  must  he 
probe  every  case  of  the  kind  to  be  sure  that  he  is  not  charging  the  consumer 
with  interest  on  fictitious  capital? 

Take  a  case  like  the  purchase  of  the  ^roy  Steel  Products  Company  in  which 
two  directors  of  the  Steel  Corporation  were  interested  in  a  plant  which  was 
scld  to  the.  Corporation  for  $1,100,000  —  a  plant  which  had  not  been  operated 
for  years,  which  the  Corporation  never  operated  and  which,  later,  it  dismantled. 
Is  the  commission  to  institute  an  inquiry  into  such  a  case?    If  so,  v/ill  it  not 
bs  very  much  like  trying  a  lawsuit  —  and  we  know  what  that  means.    Or  is  it  in 
such  ca6e6  to  give  the  Corporation  the  benefit  of  the  doubt  and  accept  the  Cor- 
poration's figures?    That  is  apparently  the  method  of  the  Commissioner  of  Cor- 
porations in  somewhat  similar  cases  and  for  his  purpose  it  was  the  proper  method 
but  is  it  the  proper  method  for  a  price  regulating  commission? 


4b 

2  -  Is  it  fair  to  capitalize  the  cost6  of  promotion  and  underwriting  or  of 
bond  conversion0 

"Excessive  costs  of  organization  and  manipulation  by  promoters  should  not 
be  allowed"  says  President  Van  Rise  referring,  not  to  any  j articular  corporation 
but  to  corporations  in  general  which  are  to  be  supervised  by  a  price-reguiatin_. 
commission.     "It  is  clear  that  while  fair  charges  for  promotion,  including  under- 
writing,, are  permissible  and  should  be  included  in  the  capitalization,  one  of  th< 
greatest  evils  of  the  consolidations  has  been  excessive  cnarges  in  these  par- 
ticulars . " 

Thi6  must  mean  that  the  commission  would  have  to  investi0ate  the  reason- 
ableness of  charges  for  promotion  and  underwriting.     It  took  the  courts  from 
July  5,  19C2  to  Feb.  If!,  1903,  to  decide  that  the  bond  conversion  plan  was  legal 
and  this  was  comparatively  rapid  v/ork.    We  may  even  assume  that  the  f-teel  Cor- 
poration had  no  objection  to  reasonable  haste.     The  Chicago  packers  were  indict- 
ed in  1905  and  acquitted  in  1912,  from  which  v/e  may  infer  that  they  were  not  in 
a  hurry.     If  the  trial  had  resulted  in  a  conviction  and  the  conviction  in  an 
appeal  we  might  have  had  a  case  rivalling  Jarndyce  vs.  Jarndyce. 

But  to  come  back  to  the  question  of  principle,  is  the  promoter's  business 
or  the  underwriter's  business  affected  with  a  public  intereet?    Are  they,  like 
the  innkeeper,  bound  to  serve  the  public  at  any  reasonable  hour  and  at  a  reason- 
able price'    May  they  not  place  a  value  on  their  services?    Collusion,  of  course, 
fraud,  dishonesty  —  these  mu6t  be  guarded  against  —  if  the  commission  can  do 
it . 

3  -  Promoters,  organizers  and  underwriters  remind  us  of  the  lawyers.  Are 
expenses  of  litigation,  aiso,  to  be  kept  within  reasonable  bounds? 

4  -  Then  there  are  the  expenditures  or  funds  of  the  class  to  which  the 
Commissioner  of  Corporations  refers  in  his  table  "Amounts  provided  for  depreci- 
ation and  obsolescence  for  the  yearl910."    In  round  numbers  these  are, 


^7 


'  anufacturing  properties, 


$12,000,000 


Blast  furnaceG,  relining, 


2,000,000 


Iron  ore  and  timber  properties, 


3,000,000 


Coal  and  coke  properties, 


2,500,000 


Railroads, 


5,000,000 


Steamships, 


1,000,000 


i.iiecellar.eous, 


1,000,000 


These  are  large  amounts  and  when  we  consider  that  they  are  distributed 
over  plants  from  Connecticut  to  Calif ornia, as  Dr.  Berglund  puts  it, we  can  see 
that  they  will  bear  watching. 

It  is  generally  believed  that  a  great  deal  of  the  water  which  was  origin- 
ally in  Steel  stock  has  been  squeezed  out.    President  Van  Kise  states  that  the 
Corporation  has  paid  interest  on  bonds  and  ample  dividends  on  stock  (real  value) 
and  in  ten  years  has  put  back  $500,000,000  in  the  business. 

Profits,  of  course,  must  have  oeen  excessive  to  permit  this.     If  an  inves- 
tigation should  shov;  that  a  substantial  part  of  the  Corporation's  present  capi- 
tal (not  its  capitalization)  is  made  up  of  the  investment  of  unreasonably  high 
profits    a  delicate  question  will  arise.    Are  the  stockholders  entitled  to  a 
reasonable  return  on  an  investment  cf  unreasonable  returns?    Or  is  it  too  late 
to  raise  such  a  question  now? 

5  -  It  would  seem  that  the  commission  v/ould  be  forced  to  inquire  into  the 
affairs  of  the  Independents  for  purposes  of  comparison.     It  is  not  alone  that 
questions  have  been  raised  as  to  the  point  in  concentration  at  which  maximum 
efficiency  is  reached.     It  is  that  there  e.re  certain  statistics  of  the  trade 
that  seem  to  indicate  the  superior  productive  efficiency  of  the  Independents. 
In  19C1  the  Steel  Corporation  turned  out  60.6  per  cent  cf  the  total  product  of 
the  United  ftatee;  in  1909  only  $l.o  per  cent. 

^hat  does  this  mean?    Are  the  Independents  driving  the  great  corporation 
out  of  ou8iness?     If  that  is  our  impression  it  may  be  prudent  to  suspend  judg- 


mont.    There  are  statistics  yet  to  be  considered. 

We  find  that  the  Steel  Corporation  is  doing  95  Per  cent  of  the  forei0n 
trade . 

"The  United  States  Steel  Corporation's  export  tonage  in  1910"  says  the 
Stanley  Majority  Report  "was  the  large6  on  record,  amounting  to  1,216,057  tons 
and  the  value  as  estimated  from  the  corporation's  own  statement  was  over 
$U1,50C,00C.» 

It  undersold  the  foreigner  in  his  own  market  —  the  foreigner  who,  out  for 
the  protective  tariff,  would  have  driven  it  out  of  the  Pittsburg  market. 

It  appears  that  the  commission  will  have  many  things  to  supervise  and  re- 
gulate —  the  United  States  Steel  Corporation  and  the  Independents  and  concerns 
in  other  lines  of  business  affected  with  a  public  interest  —  quite  a  number  of 
concerns.     This  will  take  time  and  the  co&imission  will  need  a  number  of  employ- 
ees.   Whether  this  should  discourage  us  or  net  depends,  perhaps,  on  the  point  of 
v  i  ew . 

Frof.  Ely  says, 

"It  is  difficult  to  escape  the  conclusion  that  if  it  has  become  nec- 
essary to  appoint  a  commission  to  regulate  all  the  great  businesses  of  modern 
times  the  present  economic  order  has  become  bankrupt." 

This  ?/as  pessimistic.    Let  us  say,  rather,  that  the  supervising  and  price- 
regulating  movement  bide  fair  to  solve  the  question  of  unemployment .    Under  the 
new  system  no  despondent  Othello  will  be  able  to  arouse  our  sympathy  by  plead- 
ing that  his  occupation's  gone.    Ke  will  be  told  to  go  and  get  a  jou,  either 
working  for  a  corporation  or  helping  to  supervise  and  regulate  one. 
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SECTION  6 


THE  BEGTJLATIOH  OF  RAILFAY  RATES 

In  the  plea6  for  the  regulation  of  prices  by  a  commission  there  is  usually, 
if  not  always,  an  assumption  or  an  assertion,  moro  or  lesu  explicit,  that  the 
regu.ation  of  rates  by  coi  .missions,  and  particularly  of  railway  rates,  ifl  now  in 
successful  operation. 

The  proposition  may  be  stated  briefly  thus;  rate  regulation  has  gives  us 
reasonable  railway  rates;  price  regulation  will  give  us  reasonable  prices. 

Let  us  see  whether  we  have  reasonable  railway  rates.    Y7hat  is  a  reasonable 

rate? 

Perhaps  n.ost  price  regulationists,  and,  for  that  matter,  most  anti-price- 
re^ulationists,  would  accept  the  rule  stated  by  Professor  Hammond: 

"Railway  rates,  as  a  whole,  should  just  cover  costs  as  a  whole,  allowi.i^ 
for  a  reasonable  rate  of  return  on  capital  actually  investea,  a  normal  return 
for  labor  of  all  sorts  and  for  depreciation  but  not  for  betterments . " 

Suppose  we  had  a  specific  problem  to  solve,  say  this  one  to  which  some 
attention  is  given  in  the  26th  Annual  Report  of  the  Interstate  Commerce  Commiss- 
ion (1912)  .    Certain  lun.uer  rates  were  advanced  in  1907  by  the  Union  Pacific, 
Northern  Pacific  and  Great  Northern  Roads.    The  Commission  allowed  some  of  the 
advances  and  condemned  others.    For  example,  the  old  rate  from  the  Pacific  Coast 
to  St.  Paul  had  been  kc  cents  per  1 DO  pounds;  the  advanced  rate  was  50  cents; 
the  Commission  fixed  a  rate  of  U5  cents;  the  roads  objected  but  in  1912  the 
Raited  States  Supreme  Court  decided  in  favor  of  the  Commission . 

How  cculd  v/e  tell  whether  the  rate  should  be  kC  cents  or       cents  or  50 
cents7 

If  it  were  practicable  to  follow  the  method  of  the  Commissioner  of  Corpora- 
tions in  dealing  with  steel  rails,  to  ascertain  the  cost  of  transporting  lumuer, 
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to  estimate  the  portion  of  the  road's  capital  devotod  to  the  transportation  of 
lumber  and  to  add  a  fair  return  on  that  capital  that  would  be  one  way.  The 
weight  of  authority  is  that  such  a  method  is  impracticable . 

Tays  Professor  Pipley  "Railroad  expenditures,  as  Taussig  clearly  pointed 
out  a  nu.  ber  of  years  ago  (Q.  J.  E.  V.,  1891,  afford  a  prime  illustra- 

tion of  the  production  of  several  commodities  by  a  single  great  plant  simultan- 
eously, at  joint  and  indistinguishable  cost.     The  classic  economists  illustrate 
the  law  by  the  joint  production  of  wool  and  mutton,  of  gas  and  coke."    And  after 
an  elaborate  discussion  of  the  question  Ripley  cites  the  Texas  Cattle  Raisers 
Case  (13  I.  C.  C.  Rep.  in  which  the  Commission  fouud  itself  unable  to  separ- 

ate the  costs  of  freight  and  passenger  service. 

Professor  Hammond  cites  tho  case  of  the  Central  Yellow  Pine  Association  vs. 
Illinois  Central  P.  R.  Co.   (10  I.  C.  C.  Rep.  506)  in  which  it  was  sough  to  just- 
ify an  advance  in  the  lumber  rate  mainly  on  the  ground  that  lumber  was  not 
yielding  its  proportion  to  the  read's  necessary  revenue.     The  Commission  found 
that  the  "question  cf  the  reasonableness,  in  this  sense,  of  the  rate  on  a  single 
article  of  traffic  is  one  of  almost  insupereible  difficulty.    The  value  of  the 
entire  property  of  a  read  employed  for  the  public  convenience  can  shed  but  little 
if  any,  light  upon  the  question  whether  the  rate  on  a  single  one  of  thousands 
cf  articles  cf  traffic  yield?  its  proper  proportion  of  a  fair  return  on  that 
value . " 

It  is  true  that  in  another  case  which  Professor  Hammond  cites  Board  of 
Trade  of  City  of  Hampton,  Florida  vs.  Nashville,  Chattanooga  ft  St.  Louis  Rail- 
way Co.  (S  I.  C.  C.  Rep.  503)  the  Commission  said  that  "as  a  general  rule  ail 
traffic  should  be  made,  if  possible,  to  pay  its  due  proportion  of  the  operating 
expenses,  fixed  charges  and  reasonable  dividends." 

If  the  calculation  is  not  impossible,  it  is,  at  any  rate  very  difficult. 
If  we  can  get  systems  of  rates  which  are  fair  as  a  whole,  we  shall  oe  doing 
well.    True,  if  half  the  rates,  under  6uch  a  system  were  unreasonably  high  and 
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the  other  half  unreasonably  low  the  shippers  interested  in  the  wron0  half  would 
have  some  reason  to  complain,  but  we  may  let  that  pass  for  the  present. 

How  can  we  tell  whether  a  given  system  of  rates  is  reasonaule  or  not?  Let 
us  repeat  Prof.  Hammond's  rule.     "Railway  rates,  as  a  whole,  should  just  cover 
costs  a6  a  whole,  allowing  for  a  normal  rate  of  return  on  capital  actually  in- 
vested, a  normal  return  for  labor  of  all  sorts  and  for  depreciation,  but  not 
for  betterments."    Applying  this  rua.e  to  a  given  road  we  should  know, 

1  -  The  gross  revenue 

2  -  The  operating  costs 

3  -  The  capital  actually  invested,  and,  of  course  the  normal 

rate  of  return 
U  -  The  normal  return  for  labor  of  all  sorts 
5  -  The  amount  to  be  allowed  for  depreciation 
Let  us  consider  what  facilities  the  Interstate  Cor,<merce  Commission  has  for 
acquiring  the  necessary  information.     Incidentally,  it  :uay  oe  well  to  inquire 
what  work,  other  than  the  regulation  of  rates,  the  Commission  does  or  is  expect- 
ed to  do.    Supervising  oodies  have  their  limitations. 

The  Commission  is  a  body  of  seven  members.    Prof.  Hammond  says, 
"The  members  of  the  Interstate  Commerce  Commission  seem  generally  to  hare 
^een  appointed  without  much  reference  to  political  considerations  and  they  have 
usually  been  men  of  such  intellectual  calibre  as  to  command  the  confidence  of 
the  public . " 

The  Commission  had  on  its  payroll  for  the  year  ending  June  JO,  1912,  ex- 
clusive of  the  departments  of  examination  of  accounts,  locomotive  boiler  in- 
spection and  safety  appliances,  about  550  employees,  including  attorneys,  statiS' 
ticians,  auditors,  clerks,  laborers  and  messengers.    Of  these,  about  35  worked 
loss  than  six  months. 

In  the  department  of  exc.mina.tion  of  accounts  there  were  1  chief  examiner, 
74  examiners  (two  of  whom  worked  less  than  six  months)  28  clerks  and  three  mess- 
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engers.     The  locomotive  boiler  department  had  ~jk  employees  and  that  of  safety 
appliances  52. 

"ith    thi8  force  the  Commission  supervises  railways  operating  about 
000  miles  of  road  with  operating  revenues  of  nearly  $3,000,000,000  a  year 
and  operating  expenses  of  about  $2,000,000,000. 

During  the  year  ending  June  30,  1912  the  Commission  received  655O  complaints 
on  the  informal  docket  and  0OO9  applications  on  its  special  docket.     In  ~$Q>3'o 
cases  it  awarded  reparation  amounting  to  $295  *  Oil. 93 • 

It  received  1993  applications  for  relief  under  the  Fourth  Section  and 
issued  1828  orders.     It  disposed  of  99  pro:eedings  in  the  matter  of  suspended 
tariffs . 

It  received  755  formal  complaints  and  conducted  115  hearings  in  the  course 
of  which  approximately  125,000  pages  of  testimony  were  taken. 

During  the  year  the  Commission  of  its  own  motion  conducted  inquiries  into 
the  rates  and  practices  of  carriers,  the  most  important,  in  tne  opinion  of  the 
Commission,  being  the  express  inquiry. 

Timilar  investigations  in  progress  during  191?  included  "the  substitution 
of  tonnage  in  transit;  allowances  to  terminal  railroads;  the  weighing  of  car- 
load and  less  than  carload  freight;  the  issuance  and  use  of  passes,  franks  and 
free  passenger  service,  oills  of  lading,  private  cars,  rates  on  anthracite 
coal,  etc." 

During  the  year  ending  Nov.  30,  1912,  "108,766  tariff  publications  contain- 
ing changes  in  rates,  fares  or  charges  were  filed  with  the  Commission. 

93  indictments  v/ere  returned  for  offenses  against  the  act  to  regulate  com- 
merce and  6l  prosecutions  concluded.     These  cases,  of  course,  must  to  some  ex- 
tent have  taken  up  the  time  of  the  Commission  of  some  of  its  employees  as  wit- 
nesses or  otherwise. 

Applications  under  the  Fourth  Section  were  considered  and  decisions  render- 
ed . 
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Telegraph  Companies  were  brought  under  the  supervision  of  the  Commission  by 
the  Act  of  I9IC.  In  December,  1311,  an  investigation  was  begun  to  ascertain  the 
number  and  location  of  telephone  companies  engaged  in  interstate  commorce.  Cir- 
culars were  sent  to  25,  TOO  addre  ses  oelievod  to  be  those  of  operating  concerns. 
These  circulars  asked  for  information  as  to  the  character  and  amount  of  business 
done.  The  assembling  of  correct  lists  of  rural  linos  was  found  to  bo  a  diffi- 
cult matter. 

°ipe  iir.es,  sleor ing  car  companies  and  certain  carrier  s  oy  water  are  under 
the  supervision  of  tho  Commission . 

Statistics  of  raiiv.'i-y  accidents  were  j. reps  red  and  a  small  proportion  of  the 
accidents  investigated.    The  reason  why  the  proportion  of  smaxl  and  not  large 
is  given  in  the  report.    Perhaps  the  reason  may  oe  conjectured  .    The  Commission 
also  supervises  the  railroads  in  the  matter  of  the  "Hours  of  Service"  Act. 
Turing  the  year  ending  June  3C,  1912,  2135  violations  were  transmitted  to  United 
States  attorneys  for  prosecution.    Tho  cases  tried  resulted  in  fines  aggregating 
£25, o35 •    Six  violations  of  the  Ash  Pan  Act  were  reported  to  the  prosecuting 
authorities . 

7^,23^  locomotives  were  inspected  during  the  year,  of  which  4S,76S  wore 
found  defective,  3377  being  ordered  out  of  service  for  repairs. 

rhat  chiefly  concerns  us,  however,  is  the  fact  that  the  Commission,  when 
not  otherwise  occupied,  supervises  the  making  of  rates. 

^e  have  seen  that  in  order  to  knoy/  v/hether  a  given  system  of  rates  is 
reasonable,  we  must  know  the  gross  revenue  these  rates  are  producing,  the  oper- 
ating costs  of  the  road  and  the  capital  invested.     It  is  generally  admitted 
that  prior  to  the  passage  of  the  Hepburn  Act  in  190°,  the  facilities  for  obtain- 
ing such  information  were  inadequate. 

3ut  the  Hepburn  Act  made  changes.     Its  provisions  as  to  accounting  are 

thus  stated  by  Professor  Ripley. 

"Under  the  new  law  monthly  and  special,  as  well  as  annual  reports  ii^ight  oe 
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required  under  oath;  with  appropriate  penalties  of  fine  and  imprisonment  for 
delay  or  mis-statement .     All  accounts  must  be  kept,  according  to  forms,  general 
and  detailed  prescribed  by  the  Interstate  Commerce  Commission.     (See  Appednix  ) 
"Such  rules,  applied,  of  course,  to  all  carriers  subject  to  the  lav.-,  such  as  ex- 
press and  sleeping  car  companies,  pipe  lines  and  even  water  carriers  where  oper- 
ated in  connection  with  railroads.     Moreover,   trie  Commission  was  to  have  access 
to  the  books  at  all  times.     For  this  purpose  it  might  employ  special  examiners, 

"In  other  words,  the  system  employed  for  years  in  connection  with  the  regu- 
lation of  national  banks  was  now  extended  to  the  interstate  commerce.    An  addit- 
ional safeguard  was  provided  in  the  clause  which  made  it  unlawful  to  keep  any 
other  accounts,  books  or  memoranda  than  those  approved;  with  the  same  penalties 
for  violation.     In  brief,  the  policy  was  now  perfectly  definite.    Carriers  were 
rendered  public  service  companies  in  every  sense  of  the  word.    !.!ero  indefinite 
publicity  was  replaced  oy  specific  regulation.    This  policy  was  not  only  clearly 
written  in  the  law;  but  the  Commission  in  promulgating  its  orders  relative  to 
accounting  laid  upon  every  official  concerned  full  personal  responsibility  for 
the  statements  rendered.    L'inor  officials  made  scape-goats  for  chief  offenders 
were  no  longer  to  ue  tolerated.    The  relation  between  agent  and  principal  was 
clearly  defined.     It  was  assured  that  so  far  as  accounts  were  concerned  such 
officials  were  representatives  of  the  Commission  in  carrying  out  the  lav.  A 
new  principle  was  introduced  in  the  regulation  of  carriers  which  could  not  fail 
to  be  productive  of  great  good.     In  this  respect  the  Hepburn  amendments  granted 
all  tr.at  the  most  ardent  advocates  of  publicity  demanded." 

The  duty  of  prescr ioing  systems  of  accounts  systems  of  accounts  for  all 
classes  of  carriers  was  made  discretionary  with  the  commission.     There  has  been, 
however,  no  hesitation  about  exercising  the  authority  conferred,   the  only  delay 
in  the  matter  oeini;  due  to  the  work  necessary  for  the  construction  of  accounting 
■    Systems.     This  is  not  yet  finished. 

Tight  classifications  were  in  force  in  1912  for  steam  roads,  as  follows, the 
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last  named  having  been  mc.de  effective  July  1.,  1912: 
Classification  of  Operating  Revenues. 

"  ■         "  Expenses. 

"  "  Expenditures  for  Road  and  Equipment. 

"  "  "  "    Additions  and  Betterments. 

"  "  Revenues  and  Expenses  for  Outside  Operations. 

"  "  Locomotive  Miles,  Car  Lilies  and  Train  Miles. 

Form  of  General  Balance  Sheet  Statement. 
Form  of  Income  and  Profit  and  Loss  Statement. 
Three  classifications  for  electric  railways  were  in  force  and  it  was  ex- 
pected that  three  more  would  be  made  effective  in  1913-    Four  classifications 
for  express  companies  were  in  effect  and  one  more  was  under  consideration.  This 
would  complete  the  system  for  express  companies.    There  was  in  force  a  classi- 
fication of  revenue  and  expenses  for  pipe  line  companies;  further  work,  on  pipe 
line  accounting  systems  was  suspended  pending  litigation.    One  classification 
had  been  prepared  for  sleeping  car  companies;  others  were  being  prepared.  Sys- 
tems for  telegraph,  telephone  and  cable  companies  were  under  consideration. 
Classifications  for  water  carriers  had  boon  px*op£t  red  but  had  not  ueen  made 
effective  at  the  date  of  the  report. 

It  will  be  seen  that  the  work  of  instructing  the  carriers  how  to  keep  their 
accounts  is  one  of  some  magnitude,  not  to  speak  of  the  work  of  getting  them  to 
keep  the  accounts  in  such  a  way  as  to  afford  the  Commission  the  desired  informa- 
tion . 

"The  questions  arising  under  the  application  of  these  classifications," 
says  the  Report  "entail  a  large  correspondence  and  involve  frequent  conference 
with  representatives  of  the  carriers.     The  decisions  upon  these  accounting 
questions  are  from  time  to  time  published  in  bulletin  form  and  a  collection  of 
more  than  5^0  of  these  decisions  was  issued  as  Accounting  Bulletin  Ho. 8,  effect- 
ive July  1,  1912." 
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The  Commission  reports  that  "instances  of  indifference  or  resistance  to  the 
accounting  regulations  are  exceptional;  the  general  attitude  of  the  carriers 
b<ing  one  cf  hearty  cooperation  with  the  Commission . " 

T:.ere  are  exceptions,  however.    Some  of  the  water  carriers  refused  to  make 
reports  as  to  tru.t  part  of  their  business  not  suoject  to  the  Act.    The  Com.. orce 
Court  upheld  the  carriers  but  the  Supreme  Court  reversed,  the  decision,  holdin^ 
that  reports  as  to  the  entire  business  were  necessary  to  subserve  the  purpose 
in  requiring  the  information. 

The  Commission  has  net  other  dif f xculties,  some  of  their,  at  any  rate,  not 
necessarily  due  to  unwillingness  of  carriers  to  cooperate  uut  having  the  same 
effect . 

"Items  reported  under  the  same  hsading  by  different  companies  are  found 
when  analyzed  to  vary  greatly  in  character.    Especially  is  this  true  of  the  im- 
portant accounts  of  property  and  indebtedness  commonly  known  as  capital  accounts, 
Formerly,  as  is  well  known,  tho  amounts  reported  as  'cost  of  road'  or  under  some 
equivalent  appellation,  in  many  cases  bore  little  relation  to  the  actual  cash 
investments  in  the  property." 

"The  Commission's  order  covering  the  Classification  of  Expenditures  for 
F.oad  and  Equipment,  effective  July  1,  1907,  prescribed  that  after  that  date  all 
entries  in  such  accounts  should  be  in  terms  of  casi,.    The  general  examinations 
since  made  disclose  the  fact  that  in  some  cases  items  entered  in  the  property 
accounts  have  not  represented  simply  expenditures  in  terms  of  cash  but  have  been 
greatly  in  excess  of  such  expenditures  whereby  the  wide  disparity  between  the 
cost  of  property  and  the  par  value  of  securities  issued  has  been  concealed.  Nor 

1 

should  it  be  assumed  that  misleading  practices  in  accounting  are  confinea  to  the  f 
statement  of  capital  accounts.     Instances  have  been  found  of  the  i..iS6tatement  0: 
revenue  and  expense  accounts  to  such  extent  that  the  apparent  results  of  opera- 
tion were  materially  affected,  an  actual  deficit  or  surplus  being  reported  as 
the  opposite.     Euch  misstatements  ure  not  evident  to  the  reader  of  the  reports 
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and  can  only  be  detected  through  an  investigation  in  the  carrier's  office.  A 
number  of  cases  of  the  more  flagrant  violations  of  the  accounting  rules  are  now 
before  the  Commission  and  proper  disciplinary  measures  will  be  adopted  in  due 
course . " 

In  a  recent  hearing  concerning  transit  privileges  examiners  found  certain 
practices  "to  be  considerably  at  variance  with  the  rules  and  tariffs  which  shoulc 
have  governed  the  carriers." 

The  Commission  has  had  some  trouble  in  its  efforts  to  obtain  information 
about  the  business  of  the  express  companies.    Says  the  Report  of  1909  "Ti.e  busi- 
ness of  express  companies  is  found  to  be  very  complicated  and  to  consist,  60  far 
as  transportation  is  concerned,  of  a  very  large  number  of  minor  services,  and 
for  this  reason  it  has  been  necessary  to  proceed  slowly  and  with  great  Ccire  in 
dealing  with  tnis  class  of  carriers.    The  Commission  has  interpreted  the  unusual 
facilities  granted  by  Congress  to  investigate  the  accounts  of  carriers  and  to 
test  the  retorts  which  they  oaks  as  imposing  the  peculiar  responsiuility  that  all 
of  its  statements  shall  be  clear  and  trustworthy  and  shall  not  be  made  the  basis 
of  misunderstanding*  relative  to  the  business  of  the  carrier  concerned.  Mention 
is  made  of  this  act  as  suggesting  why  the  Commission  has  been  reluctant  to  make 
immediate  use  of  all  the  reports  made  by  the  express  companies." 

Come  interesting  accounting  questions  must  arise.     For  example,  the  Report 
of  1912  gives  a  list  of  cases  concluded  from  which  we  find  that  fines  were  im- 
posed on  several  violators  of  law.     In  one  case  the  fine  amounted  to  $42,000. 
Are  these  fines  deducted  from  the  returns  to  the  innocent  stockholders,  reducing 
their  otherwise  reasonable  dividends  to  something  less,  or  do  they  find  their 
way  into  operating  expense  accounts,  giving  able  attorneys  a  oasis  on  which  to 
apply  for  permission  to  advance  rates? 

If  we  could  eliminate  all  the  difficulties  pertaining,  strictly  speaking, 
to  accounting;  if  we  could  oe  sure  tnat  the  books  of  every  carrier  were  kept  in 
accordance  with  the  Commission's  requirements;  that  every  sworn  statement  of  ex- 
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pendituros  was  true  to  the  oest  knowledge  and  belief  of  the  official  making  it; 
that  checks  were  dra'.T*  cud  vouchers  could  be  shown  for  ovory  payment;  that  all 
payments  were  properly  charged  and  classified  in  the  accounts;  would  wo  then 
have  a  sufficient  basis  for  making  a  reasonable  shedule  of  rates? 
It  appears  not. 

In  the  P.eport  of  1911, quoting  the  Keport  of  1910,  attention  is  called  to 
the  fact  that  the  Commission  requires  that  all  charges  in  construction  accounts 
shall  show  the  money  cost  and  not  the  debt  cost  of  the  transactions  recorded. 
But  it  is  pointed  out  that  the  efficacy  of  this  provision  is  impaired  by  tne 
fact  that  the  Commission  has  no  jurisdiction  over  construction  companies. 

It  is  easy  enough  to  see  how  this  affects  tne  usefulness  of  construction 
account  figures  for  rate  making  purposes.    Let  us  imagine  an  interlocking  direc- 
torate.   Some  of  the  directors  of  the  A.  B.  &  C.  Railroad  are  also  directors  of 
the  X.  Y.  &  Z.  Construction  Company.    The  road  has  some  construction  work  to  be 
done  ar.d  tho  X.  Y.  &  Z  Company  gets  the  contract.     The  work  is  done  and  paid 
for.     The  check  is  drawn;  the  vouchers  can  oe  produced;  tne  sworn  statement  of 
the  official  who  certifies  to  the  payment  is  strictly  true.    Does  the  Commission 
know  how  much  that  construction  work  cost  and  what  is  a  fair  amount  to  add  to 
the  capital  figures  of  the  road  as  a  basis  for  e.-timating  a  fair  return?  Evi- 
dently, the  Commission  is  afraid  it  does  not  know. 

.  ;w  it  is  plain  enough  that  such  transactions  may  not  be  confined  to  capi- 
tal accounts.  The  railroads  of  the  United  States  expended  during  the  year  end- 
ing June  30,  1912, 

For  maintenance  of  way  and  structure  $3'J1> 076,420 .01 

For  maintenance  of  equipment  437*60", 351 .59 

Is  there  not  a  field  here  for  interlocking  directorates,  for  track,  struc- 
ture and  equipment  companies? 
1  In  addition  to  verifying  the  arithmetical  accuracy  of  the  accounts  of  these 

expenditures,  should  not  the  Commission  know  wht-t  the  railroads  got  for  all  this 
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money?     In  view  of  the  practices  which  have  been  revealed  by  investigations  into 
high  finance,  would  it  not  be  well  if  the  Commission  could  certify  to  the  reason- 
ableness of  these  expenditures.    Doubtless  the  Commission  would  oe  glad  to  do 
this  if  it  were  possible.    As  to  whether  it  is  being  done  or  whether  it  can  be 
done  with  the  force  now  at  the  disposal  of  the  Commission,  take  this  passage 
from  the  Peport  of  1°,12. 

"Fith  the  facilities  at  its  command  it  is  manifestly  impossible  for  the  Com- 
mission to  investigate  more  than  a  comparatively  email  proportion  of  the  acci- 
dents that  occur.    Only  those  which  result  in  los6  of  life  are  reported  by  wire 
and  even  those  which  are  so  reported  cannot  all  be  investigated,  owing  to  the 
United  number  of  men  available  for  such  work.    At  present  the  Commission  outaine 
no  knowledge  of  track  and  roadway  except  as  the  result  of  an  investigation  fol- 
lowing an  accident." 

In  one  report  after  another  the  Commission  has  urged  the  necessity  for  a 
valuation  of  tae  property  of  the  railroads.     In  the  Report  of  19x1  it  was  said, 
quoting  the  Report  of  191C, 

"It  is  sufficient  to  refer  to  the  wall  known  fact  that  no  court  or  commiss- 
ion or  accountant  or  financial  writer  would  for  a  moment  consider  that  the  pre- 
sent" (railway)  balance  sheet  statement  purporting  to  give  the  cost  of  property 
su;:  ests  even  in  a  remote  degree  a  reliable  measure  either  of  money  invested  or 
if  present  value.     Thus  at  the  first  touch  of  critical  analysis  the  balance 
sheets  published  by  American  railways  are  found  to  be  inadequate.    They  are  in- 
capaoie  of  rendering  the  service  which  may  rightly  be  demanded  of  them.  One 
cure  seoms  possioie  for  such  situation  and  one  only  and  that  is  for  the  Govern- 
ment to  make  an  authoritative  valuation  of  the  railway  property  and  to  provide 
tr.at  the  amount  so  determined  should  be  entered  upon  the  books  of  the  carriers 
as  the  accepted  measure  of  the  capital  assets.    Under  no  other  conditions  can 
tho  Commission  complete  in  a  satisfactory  manner  the  formulation  of  a  standard 
system  of  accounts." 
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In  other  words,  the  Ctonaissios  at  present  does  not  know  the  capital  inves- 
ted in  American  railways  and  does  not  expect  to  know  until  valuation  is  made. 
Provision  has  been  n.ade  for  such  valuation.     It  is  ostiu-atod  that  it  will  cost 
some  millions  of  dollars  and  that  it  will  take  five  or  six  years. 

In  the  course  of  five  or  six  years,  then,,  we  will  have  an  official  valua- 
tion and  if  that  is  all  we  need  to  know  tne  capital,  or  if  we  get  the  informa- 
tion that  we  do  need,  we  will  know  the  capital.     In  the  meantime,  rate  making 
and  rate  revising  will  go  on. 

In  order  to  get  some  further  light  on  the  results  attain  able  under  the 
interstate  commerce  law  as  it  now  stands,  let  us  consider  the  Beport  on  the  New 
England  Investigation. 

This  proceeding  was  undertaken,  says  the  Feport  in  consequence  of  numerous 
and  persistent  complaints  touching  general  railroad  conditions  in  New  England. 

The  opinion  of  the  Commission  is  expressed  in  seven  paragraphs. 

The  first  and  second  concern  freight  and  passenger  service. 

The  third  paragraph  reads, 

"The  local  freight  rates  of  New  England  are  slightly  higher  than  out 
on  the  whole  compare  favorably  with  the  average  in  offical  classification  terri- 
tory; they  are  lower  than  those  in  other  parts  of  the  country  except  the  com- 
mission r.ade  rates  in  certain  states.     The  lond  distance  rates  are  lower  from 
and  to  New  England  than  from  and  to  any  other  section.     Its  passenger  fares  have 
been  more  favorable  to  the  local  traveling  public  than  in  any  other  portion  of 
the  United  States." 

It  is,  of  course,  impossible  to  translate  tnis  into  a  statement  that  pass- 
enger fares  or  freight  rates  are  or  are  not  reasonable;  that  is,  that  the  rev- 
enue arising  from  them  does  or  does  not  pay  operating  expenses  and  give  a  fair 
return  to  capital  in  New  England  or  anywhere  else. 

The  fourth  paragraph  reads  in  part, 

"The  outside  financial  operations  of  the  New  Kaven  Company  for  the  last 
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nine  years  have  been  wasteful  in  the  extreme  and  the  methods  by  which  those  oper- 
ations have  been  conducted  are  unnecessarily  involved  and  complex.    While  expend- 
iture on  its  road  and  equipment  has  boen  made  with  a  free  hand  there  is  nothing 
to  show  that  it  has  not  boon  wisely  made  and  much  to  indicate  tnat  the  result 
has  fully  justified  the  outlay." 
It  will  be  noted  here, 

1  -  That  during  these  nine  years  of  wasteful  financial  operations  the  rail- 
road was  under  the  supervision  of  the  Commission.  It  is  generally  conceded  that 
I  rior  to  the  Hepburn  Act  of  190o  the  facilities  for  supervision  were  inadequate. 
This  report  seems  to  indicate  that  they  are  still  inadequate.  To  what  extent, 
if  any,  those  wasteful  financial  operations  have  affected  the  reported  operating 
expenses j  and,  in  consequence,  to  what  extent  they  might  have  misled  an  investi- 
gator into  the  reasonableness  of  rates  prior  to  this  investigation  --  let  us  say 
in  190?  or  1909  —  is  not  shown  here. 

2  -  The  qualified  approval  of  the  expenditures  on  the  road  carries  with  it 
an  implication  that  the  Commission  fully  realizes  that  the  wisdom  of  expendi- 
tures is  a  material  point.     It  is  not  merely  a  question  of  what  the  road  paid 
but  what  it  get  for  the  money.    And  this  emphasizes  the  significance  of  such 
statements  as  that  in  the  Report  cf  1912  already  quoted  as  to  the  examination  of 
track,  etc.  only  after  serious  accidents. 

The  fifth  paragraph  reads, 

"As  bearing  upon  the  proposition  that  the  rates  of  transportation  upon  the 
Boston  &  ulaine  should  be  advanced,  the. financial  condition  of  that  company  is 
analyzed  and  the  reasonableness  of  its  lease  considered." 

Consideration  of  this  paragraph  may  be  deferred,  but  it  may  ue  said  here 
that  this  is  not  encouraging.    The  Boston  and  Main  have  been  under  the  super- 
vision of  the  Commission  for  years  and  subject  to  the  Hepburn  law  since  19C6 . 
Accounting  u.ethods  have  been  prescrioed,  seemingly  elaborate  enough  to  afford  al] 
needed  information,  if  all  needed  information  can  ue  expected  from  accounts.  It 
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might  seem  that  the  Commission  could  doeide  from  the  facts  already  in  it6  poss- 
ession whether  the  rates  on  the  Boston  and  Maine  were  or  were  not  reasonable. 
But  it  was  not  in  a  position  to  form  an  opinion  and  for  other  reasons  given  it 
could  not  properly  express  one  in  this  decision.    But  it  invited  the  Boston  and 
Maine  "to  present  to  the  Commission  schedules  showing  in  detail  the  advance 
which  it  suggests  both  state  and  interstate;  together  with  the  amount  which  will 
he  realized  from  these  advances.    A  further  statement  should  also  be  mx.de  as  to 
the  operating  expenses  of  the  road  during  the  current  ye^r  and  as  to  the  expen- 
ditures which  must  be  made  in  the  near  future.    Fe  v/ill  invite  the  state  Commiss- 
ions  of  Massachusetts,  Vermont,  New  Hampshire  and  Maine  to  hear  with  us  what- 
ever the  carriers  may  desire  to  offer  in  order  that  we  may  have  the  views  of 
these  different  stats  commissions  before  us.    As  already  said  this  is  not  for 
the  purpose  of  approving  any  advances  which  are  proposed  but  with  a  view  of  ob- 
taining 6uch  information  as  will  enable  the  commission  to  act  promptly  and  with 
reasonable  intelligence  whenever  the  carriers  file  the  advanced  schedules  if  at 
all . " 

Does  it  appear  from  this  that  the  Coiranission  could  say  at  the  time  of  this 
investigation  whether  Boston  and  Maine  rates  were  reasonable;  or  that  there  ever 
was  a  time  ?/hen  it  knew  they  were  reasonable? 

On  p-ge  5ol  the  Report  mentions  that  "there  were  oft  repeated  suggestions 
of  graft  in  the  purchase  of  supplies  on  these  lines"  (i.Tew  Haven  and  Boston  and 
Maine).    The  findings  dc  not  include  any  opinion  of  this  point,    fe  must  infer 
that  there  was  no  conclusive  evidence  as  to  those  charges;  also  that  the  Com- 
mission had  no  sufficient  knowledge  of  the  facts,  arising  from  its  previous 
supervision  of  accounts  or  otherwise,  to  justify  a  positive  acquittal.     It  would' 
be  interesting  to  know  to  what  extent,  if  any,  graft  is  an  element  of  operating 
expenses  and  consequently,  of  rates  and  fares. 

On  page  ^SS  in  a  discussion  of  delays  in  shipments,  reference  is  made  to 
a  misstatement  of  facts  by  an  employee  of  the  Boston  and  Maine  which  calls  forth 
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this  comment  from  the  Commission. 

"An  instance  of  this  kind  tends  to  cast  a  certain  doubt  upon  all  these  fig- 
ures of  the  carriers,  although  we  are  impressed  that  they  have  been  prepared 
with  the  care  and  with  the  purpose  to  express  the  exact  facts." 

It  also  raises  painful  questions  as  to  other  sworn  statements . 

The  discussion  of  rates  on  transportation  will  be  found  on  pages  572-6  of 
the  report.     It  begins  with  the  statement, 

"For  many  years  the  railroad  monopoly  of  New  England  has  been  more  complete 
than  in  any  other  considerable  section  of  the  country.    The  Boston  and  Laine  ha6 
almost  exclusively  occupied  the  northern  portion  of  that  section  while  the  Hew 
Haven  has  enjoyed  the  exclusive  privilege  in  the  south." 

The  examination  of  transportation  rates  is  made  by  comparisons. 

The  average  ton-mile  receipts  on  the  New  Haven  are  compared  with  those  of 
the  Boston  und  Laine  and  with  those  in  trunk  line  territory  and  central  freight 
association  territory.      Class  rates  and  rates  on  coal,  iron,  lumber,  grain  and 
hay  are  considered,  that  is  to  say,  New  England  rates  are  compared  with  those 
in  other  sections.     This  would  be  a  satisfactory  method  if  we  knew  that  trunk 
line  territroy  or  central  freight  association  r£ttes  were  reasonable.  Unfortun- 
ately we  do  not.     If  we  had  to  investigate  the  reasonableness  of  such  rates, 
Y/ouid  we  begin  by  comparing  them  with  those  of  New  England? 

The  report  goes  on  to  consider  the  finances  of  the  New  Haven  Company,  "Our 
accountants  wore  instructed  to  cover  the  period  from  June  30,  19^3  to  June  30* 
1912,  and  to  bring  back  for  that  period  a  complete  history  of  the  financial 
transactions  of  the  New  Haven  Company.    They  were  also  instructed  to  call  atten- 
tion  to  anything  of  an  unusual  or  a  questionable  character  which  might  be  dis- 
closed on  the  books  of  the  company. 

"The  force  of  men  originally  detailed  to  the  work  was  six  and  it  was  assum- 
ed from  our  knowledge  of  railroad  accounting  that  this  force  would  complete  its 
labors  in  from  oC  to  90  days.       It  soon  became  evident  that  owing  to  the  extreme- 
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ly  complicated  state  of  the  accounts  a  much  longer  time  would  be  required.  The 
force  was  thereupon  increased  to  twelve  and  the  time  ran  on  to  five  months.  Even 
then  much  remains  to  be  done  to  give  a  complete  account  of  the  period  covered." 

The  finances  of  the  New  Haven  are  interesting  even  when  they  are  not  intel- 
ligible .     Fortunately  for  the  purpose  of  this  inquiry  it  is  not  necessary  to 
understand  them,    TCe  may  accept  iu.plicityly  the  reports  of  the  accounts  and  the 
conclusions  of  the  Commission .    All  we  want  to  know  is,  v/hat  are  the  actual  op- 
erating costs  of  the  New  Haven  By ■ tea,  including  the  Boston  and  Maine; What  is 
the  capital  invested;  what  is  a  fair  return  on  the  capital;  is  the  difference 
between  the  gross  revenue  and  the  actual  operating  expenses  equal  to  a  fair  re- 
turn on  the  actual  capital?    Can  the  accountants  or  the  Commission  enlighten  us? 

On  pages  57^~>SO  is  an  account  of  the  purchase  of  the  Rhode  Island  trolleys. 
"In  whatever  aspect  the  transaction  is  viewed  the  New  Haven  gave  $13,500,000 
for  nothing." 

The  New  York,  Festchester  &  Boston  Railway  was  constructed  by  the  New  Haven 
Company,  the  work  being  completed  about  June  30,  1912.    Of  this  undertaking  the 
Commission  says, 

"Here,  therefore,  is  an  enterprise  which  has  cost  the  New  Haven  Company 
$12,000,000  in  excess  of  the  value  of  the  property  upon  its  own  showing.  Again 
the  question  arises,  What  has  become  of  this  $12,000,000?    In  the  case  of  the 
Rhode  Island  Company  it  was  possible  to  locate  the  corporation  if  not  the  indi- 
vidual which  had  ostensibly  obtained  the  money,  but  in  this  case  it  is  imposs- 
ible from  anything  upon  the  books  of  the  New  Haven  Company  to  do  this  even  ap- 
proximately.   £o  far  as  these  records  go  this  money  has  vanished  into  thin  air." 

Yet  the  accounting  requirements  of  the  Commission  include  a  "Classification 
of  Expenditures  for  Construction  of  Road  and  Equipment." 

A.  Road,  37  accounts 

B.  Equipment,  6  accounts 

C.  General  expenditure,  6  accounts 
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That  is  known  as  the  Billard  transection  la  described  at  some  length  but 
not  entirely  explained  on  pages  ^E2-S  of  the  report. 

"It  may  be  that  the  true  inwardness,  of  this  transaction  is  not  yet  under- 
stood, but  the  accounting  officers  of  the  1,'ew  Haven  have  been  heard  in  testimony, 
the  president  of  that  company  has  been  heard  in  explanation  and  upon  this  record 
as  it  stands  the  New  Haven  Company  has  given  away  of  the  funds  of  that  company 
to  !.;r.  Billard  and  his  associated  or  to  the  stockholders  of  the  Biilard  Company, 
whatever  that  may  be,  between  $2,500,000  and  $3,000,000  of  the  property  of  the 
tee  Haven  Company." 

Payments  of  above  $150,000  arpear  to  have  found  their  way  into  campaign 
funds  in  l^OU.    But  that  was  before  the  passage  of  the  Hepburn  Act. 

On  pages  59C-2  there  is  a  tale  of  the  purchase  of  secondhand  charters  as  a 
preliminary  to  the  operation  of  steamboats  and  electric  light  companies,  the 
purci.i-.se  an  d  sale  of  railroads  and  incomprehensible  bookkeeping . 

Pages  0OC-3  are  devoted  to  a  consideration  of  the  leases  of  the  Boston  and 
Maine.    This  road  operates  22kk  miles  of  road  of  which  it  owns  7^5  miles  and 
leases  1519. 

"It  must  also  be  evident,  ■  says  the  Report  "that  under  a  system  of  this 
kind  charges  may  be  imposed  upon  the  public  without  yielding  undue  return  to  the 
operating  company,  provided  the  leases  are  upon  too  high  a  basis.     It  by  no 
Beans  follows  that  because  the  Boston  and  Maine  does  not  make  earnings  suffic- 
ient to  pay  its  fixed  charges  that  the  rates  which  it  charges  are  too  low  and 
should  be  advanced.     There  is  still  the  fundamental  inquiry,  Are  the  rentals  of 
the  Boston  and  Maine  Eailroad  too  high?    If  they  are  it  may  be  necessary  to  re- 
adjust these  rentals  upon  some  new  basis,  in  order  that  justice  may  be  done  to 
all  parties  interested.     It  would  be  a  monstrous  proposition  that  because  at 
some  past  day  some  bo&rds  of  directors  of  the  Boston  and  Maine  Eailroad  had 
agreed  to  pay  an  extravagant  price  for  the  use  of  the  lines  making  up  its  sys- 
tem, therefore  the  owners  of  theoe  properties  are  for-  all  time  entitled  to  an 
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undue  return  cn  their  investment . 

"The  propriety  of  these  leases  was  not  dicusssed  upon  the  hearing  and  its 
importance  did  not  seen:  to  be  appreciated.    A  considerable  part  of  the  brief  of 
the  railw«y6  is  occupied  with  showing  that  freight  rates  upon  the  Boston  and 
Maine  system  should  be  advanced,  and,  incidentally,  the  value  of  these  proper- 
ties is  referred  to.    The  Commission  has  given  the  matter  such  examination  as 
is  possible  from  the  figures  in  its  possession." 

The  result  of  the  examination  is  given  on  page  0O3  as  follows: 

"All  this  suggests  that  the  Boston  and  Maine  system  is  not  over-capitaliz- 
ed and  that  if  the  value  of  a  railroad  is  to  be  estimated  oy  what  it  cost  to 
construct  it  or  what  it  would  cost  to  reproduce  it,  the  value  of  that  system 
would  equal  the  capital  account  and  that  therefore  that  system  should  be  per- 
mitted to  earn  a  fair  return  upon  its  own  outstanding  capital  stock,  after  pay- 
ing the  rates  specified  in  its  leases. 

■fhilSj  however,  this  is  the  indication,  it  is  after  all,  a  rough  guess 
and  we  express  no  final  conclusion  to  that  effect.    Congress  has  recently  direc- 
ted the  Commission  to  make  a  valuation  of  the  railroads  of  the  United  States, 
ascertaining  in  that  connection  both  the  cost  of  reproduction  and  the  amount 
actually  invested  in  these  properties.    Then  these  lines-  of  the  Boston  and  Maine 
have  been  valued  a  more  intelligent  judgment  can  be  expressed.    Until  then  no 
definite  opinion  of  much  weight  can  be  formed  and  it  is  only  because  of  the  ur- 
gency of  the  present  situation  that  we  have  considered  the  matter  at  all." 

Pages  60H-6  contain  some  criticism,  not  altogether  favorable,  of  Boston 
and  Maine  management.     Incidentally  we  learn  that  the  Maine  Cnetral,  a  subsidi- 
ary, increased  its  capital  stock  from  $5,000, OCC  to  $25,000,000  between  1911  and 
1913-     "In  connection  with  this  wa6  the  organization  of  a  terminal  company  at 
Portland,  !'e.,  the  purchase  of  one  or  more  railroads  and  the  investment  of 
$1,500,000  in  hotel  properties." 

The  Commission  estimates  that  if  the  New  Kaven  Company  had  confined  itself 


67 

exclusively  to  the  operations  of  its  railroad  property,  it  would  b.-^ve  made  a 
difference  to  the  stockholders  of  4.2,72^,000  for  the  year  ending  June  30,  1912. 
On  page  593  the  report  Bays, 

"The  New  I'.aven  Company  within  the  last  nine  years  has  materially  advanced 
both  its  freight  and  passenger  rates.    There  is  no  evidence  to  shew  the  gross 
amount  resulting  from  the  increase  but  it  is  probable  that  this  company  could 
have  done  business  without  any  advance  in  its  transj ortation  charges  and  have 
continued  to  pay  its  stockholders  a  dividend  of  eight  per  cent  had  it  been  con- 
tent to  confine  itself  to  the  ir.ere  operation  of  its  railroad  property.    No  more 
conspicuous  example  can  be  found  of  the  disastrous  results  which  may  flow  from 
the  outside  operations." 

It  would  seen;  from  this  that  New  England  rate6  are  too  high  and  if  they  com- 
pare favorably  with  rates  in  trunk  line  territory  and  central  freight  associa- 
tion territory  perhaps  those  rates  are  too  high.    But  if  the  Commission  ordered 
a  material  reduction  of  all  these  rates  its  action  might  not  be  sustained  by  the 
courts . 

Finally,  the  Commission  expresses  the  opinion  that  the  rate  is  not  always 
the  most  important  question  to  be  considered. 

"The  Interstate  Cor.merce  Commission  has  fairly  complete  control  over  rates 
and  over  ail  practices  which  relate  to  the  rate,  but  it  has  no  control  whatever 
over  the  operation  of  the  railroad  nor  over  its  physical  maintenance." 

"It  would  seem  to  be  perfectly  apparent  that  if  this  monopoly  is  suffered 
to  exist,  there  must  be  somewhere  a  power  of  regulation  which  is  coextensive 
with  the  monopoly.     In  other  words,  the  federal  government  must  assume  jurisdic- 
tion over  the  maintenance  and  operation  of  these  railroads  so  far  as  may  be  nec- f 
essary  to  secure  the  public  a  proper  service.    This  investigation  emphasizes  the 
fact  that  service  is  often  of  even  greater  importance  than  the  rate  itself." 

Are  rates  and  faras  reasonable  in  :;ew  England?    Tte  oay  guess  but  we  do  not 

know. 
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There  are  those  who  seem  to  think  that  physical  valuation  is  the  one  great 
remaining  need,  it  being  understood,  cf  course,  that  physical  valuation  is  mere- 
ly a  preliminary  to  if  not  a  basis  for  the  valuation  of  all  the  property,  of 
railroads  or  other  utilities.     If  it  be  conceded  that  satisfactory  regulation 
is  impossible  without  it,  it  remains  to  be  seen  to  what  extent  it  is  possible 
with  it.      The  first  interesting  point  is  what  kind  of  figures  the  official  ap- 
praisers will  give  us.    Experts,  as  re  know,  differ.     If  the  Government ' s  ex- 
j  erts  reach  an  agreement  with  those  of  the  railroads,  rate  making  or  rate  revis- 
ing ray  proceed.     If  the  experts  disagree,  there  is  the  Fourteenth  Amendment 
standii.g  in  the  way  of  confiscation  but  not  of  litigation.     If  the  valuation  of 
the  interstate  roads  is  completed  in  five  or  six  years  it  may  be  expected  to 
arrive  in  the  Supreme  Court  in  ten  years  and  then  we  shall  see  what  we  shall  see 

Physical  valuation  involves  the  interesting  question  of  terminals. 

Says  the  report  of  the  ITew  England  Investigation, 

"The  problem  to-day  in  the  building  of  new  railroads  is  the  terminal  facil- 
ity.   The  cost  of  entering  a  great  city  is  prohibitive.    Doubtless  some  way  of 
working  out  this  problem;  will  be  found  in  time  to  come  so  that  the  terminals  of 
a  city  can  be  made  available  upon  fair  terms  to  new  lines  but  all  this  is  in  the 
somewhat  remote  future." 

To  say  that  the  cost  of  a  new  terminal  is  prohibitive  is  to  throv;  some 
light  on  the  value  of  an  existing  terminal.    One  element  of  rates  will  be  a  rea- 
sonable interest  on  the  value  of  these  existing  terminals  or  the  railroads  will 
Want  to  know  why.     There  are  possibilities  of  an  agreement  satisfactory  to  all 
parties  concerned;  an  agreement  satisfactory  to  nobody  concerned  but  still  an 
agreement;  and  the  Fourteenth  Amendment  and  the  Supreme  Court. 

Then  there  is  the  question  of  franchises.     It  would  seem  that  in  order  to 
estimate  the  value  of  a  franchise  you  must  know  or  estimate  the  revenue  of  the 
company  owning  the  franchise  and  that  the  rates  or  fares  wnich  that  company  may 
charge  would  be  a  necessary  element  in  the  calculation.    But  there  is  high  auth- 
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ority  for  beginning  at  the  other  end. 

"In  Louisville  &  Nashville  E.  R.  Co.  vs.  Railroad  Commission  of  Alabama  196 
Fed.  800,  decided  April  5,  1912,  the  district  court  of  the  northern  district  of 
Alabama  held  that  in  ascertaining  the  value  of  a  railroad  for  rate-making  pur- 
poses the  cost  reliable  test  ordinarily  is  the  cost  of  reproduction  of  the  road 
as  it  exists  at  the  time  when  the  regulating  statute  was  enacted;  taking  the 
value  of  the  property  at  that  time,  without  regard  to  what  may  have  been  its 
value  when  the  road  was  constructed.    The  original  cost  and  market  value  of  the 
stocks  and  bonds  of  the  company,  while  they  may  be  taken  into  consideration  are 
subject  to  so  many  collateral  considerations  that  they  are  ordinarily  of  little 
assistance.    The  value  of  the  company's  franchise  should  be  included  and  where 
the  state  by  its  tax  commission  has  placed  a  value  on  such  franchise  for  taxa- 
tion purposes  it  may  fairly  be  taken  by  the  court  as  a  basis  for  its  finding. 
The  court  further  said  that  railroads  in  Alabama  are  entitled  to  earn  a  net  pro- 
fit of  eight  per  cent  on  the  value  of  the  property  employed  by  them  in  inter- 
state business  so  long  as  the  business  is  dene  without  discrimination  and  at 
reasonable  rates." 

If  an  Alabama  railroad  had  a  franchise  to  carry  freight  at  1£  cents  per  ton- 
mile  and  could  carry  it  at  enough  loss  to  leave  a  margin  just  sufficient  to  pay 
eight  per  cent  on  its  capital  exclusive  of  the  franchise,  then  if  eight  per  cent 
is  a  reasonable  rate,  its  franchise  can  hardly  be  said  to  have  any  present  value 
If  it  can  carry  the  freight  at  still  lower  cost  so  as  to  leave  a  margin  of  say 
sixteen  per  cent  on  its  capital  exclusive  of  the  franchise,  then  its  franchise 
would  seem  to  have  a  value  equal  to  that  of  the  rest  of  its  capital.    But  if  the 
railroad  has  a  franchise  to  carry  freight  at  a  reasonable  rate  what  is  the  value 
of  such  a  franchise?    Must  not  the  rate  be  known  before  the  franchise  value  can 
be  estimated7    However,  the  franchise  question  will  give  amply  exercise  to  math- 
Bat  icians  and  others  before  it  is  settled  and  the  sort  of  reasoning  which  Prof. 
Tyman  characterizes  as  "too  obviously  circular"  is  likely  to  figure  prominently 
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in  the  discussion. 

Professor  Gray  was  of  the  opinion  in  1909  that  all  attempts  at  regulation 
previous  to  19C;6  had  boon  "shipwrecked  after  accomplishing  relatively  little  by 
the  inadequacy  of  the  appropriations  placed  at  their  disposal."    Ke  hoped  for 
letter  things  from  the  Interstate  Coir.merce  Corliss  ion  as  strengthened  by  the 
Hepburn  Act  and  from  the  recently  created  Wisconsin  and  Xew  York  commissions, 
provided,  however,  that  they  were  supplied  with  adequate  funds  to  do  the  necess- 
ary work.     It  seems  clear  that  in  the  case  of  the  Interstate  Cor.xierce  Commission 
the  necessary  work  has  not  been  done  and  that  it  could  not  have  been  done  with 
the  force  at  the  commission 1 s  command  but  what  force  and  what  appropriation 
would  have  been  required  are,  as  yet,  uatterr.  of  conjecture,  or,  we  might  say, 
a  problem  for  the  price  regulationist . 


SECTION  7 
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THE  EXPERIENCE  OF  WISCONSIN 

A  number  of  the  states  have  recognized  the  necessity  of  a  valuation  of  the 
property,  tangible  and  intangible,  of  railroads  and  other  public  utilities.  We 
learn  from  the  Proceedings  of  the  24th  Annual  Convention  of  the  National  Asso- 
ciation of  Railway  Commissioners  (1912)  that 

"Comprehensive  valuations,  to  be  used  for  rate  making  as  well  as  for  other 
purposes,  have  been  made  during  recent  years  or  are  being  made,  at  this  time,  of 
all  railroads  in  eight  States,  a6  follows,  California,  Kansas,  Liinnesota,  Neb- 
raska, Oklahoma ,  South  Dakota,  Washington  and  Wisconsin." 

The  report  states  furthor  that  the  California  and  Kansas  valuations  were 
^ust  coiu.-encin;/;  Nebraska  had  just  completed  the  initial  appraisal;  the  South 
Dakota  appraisal  was  made  as  of  June  30,  1909.     The  Oklahoma  appraisal  apr  ears 
to  have  been  unfinished.    That  of  Minnesota  was  completed  Dec.  20,  19C8.  Wash- 
ington reported  that  all  the  railroads  in  the  state  had  ooen  valued  for  rate- 
making  purposes.     The  Wisconsin  roads  were  valued  in  1903  and  revalued  each  year 
f oi lowing . 

Of  all  the  state  commissions  none  has  attracted  more  attention  or  more  fa- 
vorable comment  than  that  of  Wisconsin.    We  have  alret.dy  seen  that  President  Van 
Hiss  considers  the  law  of  1905  creating  this  commission  as  the  first  full  solu- 
tion of  the  problem  of  dealing  with  the  public  utilities. 

Ploy,  in  Valuation  of  Public  Utilities  says, 

"Wisconsin  started  with  a  Railroad  Commission,,  later  placing  the  control 
of  the  Fxpresi,  Companies  under  the  Commission  in  1905  and  two  years  afterward 
including  G-as,  Electric,  Heating,  Water,  Telegraph,  Telephone,  Street  and  Inter- 
urban  Railways  and  more  recently  Water  Power  Companies.    The  law  makes  no  dis- 
tinction between  privately  and  municipally  owned  utilities,  demanding  the  same 
methods  of  accounting  from  and  applying  the  ssme  regulations  to  both.    The  Com- 
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mission  began  its  original  valuation  of  tho  6team  railroads  of  the  State  in  1903 
which  was  soon  thereafter  completed.     In  1909  it  made  a  revaluation  of  the  rail- 
roads which  showed  a  considerable  increase  compared  with  the  one  made  six  years 
rrevicu6ly.    Appraisals  of  other  utilities  are  constantly  being  made  as  the  com- 
c.ission  cakes  it  a  rule  to  ascertain  the  value  of  corporation  property  before 
fixing  rates.    The  work  of  the  Wisconsin  Commission  is  preeminent.    The  Commiss- 
ioners have  been  men  of  standing,  integrity  and  industry  end  their  discussions 
give  evidence  of  painstaking  effort  and  much  originality.    As  indicating  the 
care  with  which  they  handle  their  work  it  may  be  stated  that  out  of  a  thousand 
utilities  in  the  State  the  Commission  has  appraised  less  than  one  hundred  to 
date  although  that  means  a  very  much  larger  proportion  of  the  total  investment 
in  corporation  property  than  the  relative  figures  indicate." 

It  should  be  worth  while  to  examine  v/ith  some  care  the  work  of  this  commiss- 
ion. It  has  under  its  supervision  more  than  fifty  steam  railroads  and  more  than 
one  thousand  utilities  of  other  kinds.     Let  us  consider  chiefly  the  steam  roads. 

The  bulk  of  the  Wisconsin  traffic  is  carried  by  interstate  roads.    Two  of 
these,  The  Chicago  &  Northwestern  and  the  Chicago,  Milwaukee  &  St.  Paul  operate 
about  one-half  the  mileage  of  the  state  and  two  more,  the  Chicago,  St.  Pau^, 
Minneapolis  &  Omaha  and  the  Minneapolis,  St.  Paul  and  Sault  Ste.  Marie  operate 
about  twenty-five  per  cent  more.    The  largest  intrastate  road  is  the  Green  Bay 
I  Western  operating  less  than  ^00  miles. 

The  principle  of  rate  making  accepted  by  the  Wisconsin  Commission  is  that 
which  is  recognized  by  railway  commissions  in  general  and  sanctioned  by  the 
courts,  that  the  operating  revenue  of  a  road  should  be  sufficient  to  pay  its 
operating  expenses  plus  a  fair  return  on  the  property  used  and  useful  for  tho 
public  service. 

A  method  of  applying  that  principle  which  we  may  take  to  be  the  one  used 
by  the  Commission  is  described  in  some  detail  in  an  address  by  Commissioner 
Half  or  d  Ericl.son  at  the  Convention  of  the  National  Association  of  Railway  Com- 
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missicners,  "i.shington,  December,  1910. 

There  mus t  be  an  apportionment  of  the  operating  expense  between  passenger 
and  freight  traffic,  and  of  the  freight  traffic  expense  between  terminal  and 
movement  expense.     In  the  case  of  an  interstate  road  there  must  be  an  apportion- 
ment between  interstate  and  intrastate  traffic.    The  interest  on  capital  is  sim- 
ilarly apportioned . 

Then,  by  some  further  elaborate  calculations  the  cost  of  service  for  a  part- 
icular class  of  freight  is  determined  and  the  final  result  is  reached,  that  is 
to  say  a  schedule  of  reasonable  rates,  subject,  however,  to  certain  qualifica- 
tions which  will  appear  later.     The  practicability  of  the  method  is  questioned 
by  some  authorities. 

In  any  event,  it  will  be  generally  admitted  that  for  the  making  of  reason- 
able rates  knowledge  is  necessary  at  least  of  the  following: 

1  -  The  value  of  the  road's  property  used  for  the  service  of  the  public 

2  -  The  operating  expense 
How  is  this  knowledge  obtained? 

As  to  the  first  point,  the  method  of  ascertaining  the  value  of  railroad 
property,  the  report  of  the  Wisconsin  Tax  Commission  for  1907  gives  considerable 
inf ormation  and  embodies  a  memorandum  of  Prof.  Taylor,  the  engineer  in  charge, 
who  goes  into  the  matter  in  some  detail. 

"The  law  was  published  I.!ay  2S,  I9O3,  "says  the  Tax  Commission  Report,  "The 
number  of  railroads  operating  in  the  state  was  kS  with  6656. 8S  miles  of  main 
track,"  and  second  track,  etc.,  aggregating  in  all  927C .69  miles. 

Prof.  Taylor  says  further, 

"In  looking  over  the  notes  and  results  of  the  work  done  in  Michigan  it  was 
noticed  that  :,:r.  Cooiey's  engineers,  carmen  and  other  experts  went  over  the  pro- 
perty of  each  railway  company  and  enumerated  and  valued  the  same  and  then  the 
railway  company  generally  had  its  own  men  perform  the  same  work  in  order  to 
check  up  the  appraisal  made  by  the  State  authorities.    Thus  this  expensive  work 
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wa6  unnecessarily  duplicated. 

"I  had  ira.de  in  the  summer  of  19C1  an  appraisal  of  the  physical  properties 
of  the  Duluth,  Visabe  &  Northern  Railway  and  of  the  Duluth  and  Iron  Range  Rail- 
way of  Minnesota  for  the  railroad  and  warehouse  commission  to  assist  in  deciding 
a  controversy  over  the  ore  carrying  rates  of  those  roads. 

"The  engineers  of  these  companies  had  already  made  an  appraisal  of  their 
physical  properties  before  I  was  employed  by  the  commission  and  these  appraisals 
were  placed  in  my  hands.    The  information  prepared  by  the  engineers  of  the  rail- 
way company  was  of  the  utmost  assistance  to  me  and  greatly  expedited  my  v.ork." 

He  says  that  it  was  thought  expedient  to  adopt  such  a  plan  in  Wisconsin. 
Conferences  v;ere  held  with  officials  representing  seventy  per  cent  of  the  mileage 
in  the  state.    They  agreed  to  inventory  and  appraise  their  properties  for  sub- 
mission to  the  Board. 

An  estimate  .was  made  of  the  cost  of  reproduction  based  on  the  average 
prices  prevailing  for  five  years  preceding  June  }C,  1^02. 

Instructions  were  given  to  engineers  as  to  depreciation. 

"The  condition  of  each  item  of  property  must  be  recorded  in  the  field  as  a 
percentage  of  maximum  efficiency." 

"In  important  structures  such  as  6teel  bridges  or  round  houses,  it  would  be 
better  to  give  the  condition  percentages  of  the  important  parts  of  the  structure 
Thus  the  masonry  of  the  bridge  may  be  in  90  per  cent  condition  and  the  super- 
structure in  oO  per  cent  condition." 

Land  values  for  rights  of  way,  yards,  station  grounds  and  terminals  were  to 
be  divided  into  six  classes. 

1  -  Barren  lands 

2  -  Farr.inj  lends 

3  -  Land  in  villages  of  less  than  ^00  people 

h  -  Land  in  cities  and  villages  of  500  to  30C;0  people 
5  -  Land  in  cities  of  between  3000  and  10,000  people 


d  -  Land  in  cities  of  over  10,000  people 

Transfers  of  property  within  a  period  of  five  years  prior  to  June  30,  1902, 
wore  to  be  consulted  and  information  from  "disinterested  local  reliable  real 
estate  and  business  men  and  bank  cashiers  was  to  be  considered. 

No  instruction  to  make  any  use  of  existing  tax  appraisals  appears  to  be  in- 
cluded . 

The  valuation  of  land  held  fof  right  cf  way,  yards  and  terminals  is  recog- 
nized as  "one  of  the  most  important  as  well  as  one  of  the  most  difficult  tasks 
in  finding  the  physical  values."    Detailed  instructions  are  given  as  to  the  man- 
ner of  performing  the  task. 

Grades  and  curves  were  not  to  be  considered. 

The  rolling  stock  of  interstate  roads  was  to  be  apportioned  on  a  mileage 
basis.     Fifty  per  cent  of  each  class  of  a  road's  locomotives  and  fifty  per  cent 
of  each  class  of  a  roads  passenger  and  service  cars  and  twenty  per  cent  of  the 
freight  cars  in  use  in  Wisconsin  were  to  be  actually  inspected.    The  percentage 
condition  was  to  be  noted  but  "no  attempt  should  be  made  to  determine  in  the 
fiela  the  actual  value  of  rolling  stock  but  the  actual  value  for  each  class 
should  be  determined  from  the  records  of  the  actual  purchases  or  by  reliable 
information  from  reputable  manufacturing  concerns,  as  to  the  market  value.'" 

The  roads  cooperated. 

"Come  roads  which  had  no  engineering  department  secured  the  necessary  assis 
tar.ce  and  undertook  the  work."    "The  Chicago  and  Northwestern  had  more  than  70 
■en  engaged  in  the  work  at  one  time  and  expended  more  than  $19/000  or  $11  per 
.  ile  of  line  on  its  valuation." 

"There  were  a  number  of  smaller  roads  in  the  state  which  had  no  engineering 
force  and  which  could  not  afford  to  employ  the  necessary  help  to  compile  the 
necessary  information.     In  order  to  appraise  those  as  well  as  to  check  and  unify 
the  appraisals  of  the  larger  roads  it  was  necessary  to  organize  a  conside^ble 
force . " 


"Thirty-five  men  in  all  were  employed  though  not  so  many  at  one  time." 

"A  part  of  this  force  was  employed  at  first  on  the  valuation  of  the  email 
roads  mentioned  and  used  later  to  check  up  the  appraisal  of  certain  sections 
that  had  been  turned  in  by  the  larger  ro;..ds." 

The  reader  will  judge  for  himself  whether  this  method  of  valuation  is  sat- 
isfactory and  whether  it  would  ansver  in  the  case  of  the  great  industrial  cor- 
porations as  a  basis  for  price  regulation;  whether  ho  would  care  to  invite  or 
accept  the  cooperation  of  the  Standard  Oil  or  the  Steel  Corporation  and  if  so  to 
what  extent.    And  if  ho  declined  to  accept  their  cooperation  how  he  would  get 
along  without  it.     If  the  "'isconsin  method  is  not  satisf actory ,  he  Will}  perhaps 
suggest  some  method  that  would  be. 

The  valuation  by  the  Tax  Commission  of  the  physical  property  of  all  the 
eteam  roads  in  Wisconsin  in  their  existing  condition  was  $169, 75^* 6l9 .    The  val- 
uation by  the  companies  of  their  own  property  amounted  to  13-5  Per  cent  less 
than  this. 

3ut  these  figures  are  for  physical  property  only.  The  assessment  levied  in 
1304,  the  first  year  in  which  the  advaiorem  tax  was  in  effect  placed  the  taxable 
property  of  the  roads  at  $218,024,904. 

This  evidently  includes  intangible  property  amounting  to  several  million 
dollars.     The  roads  objected.    A  test  case  was  brought  by  the  Chicago  and  north- 
western which  was  decided  in  favor  of  the  state.     The  opinion  is  quoted  at 
length  in  the  report  of  the  Tax  Commission. 

It  appears  that  the  president  of  tne  Tax  Commission  testified  as  follows: 

"The  board  considered  the  entire  property  of  the  railway  company,  including 
its  franchise  and  other  property  to  be  of  the  value-  ste.ted,  being  influenced  in 
that  consideration  by  all  the  matters  that  related  to  that  subject  of  valuation*: 

"Those  matters  of  stock  and  bond  prices,  the  jross  earnings  and  net  earn- 
ings were  under  consideration." 

"This  data,  price  of  stocks  and  bonds,  gross  and  net  earnings  who  consider- 
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ed  as  evidence  of  the  vali;e  of  the  company's  franchise  to  help  tho  Doard  in 
arriving  at  the  valuo." 

"The  property  was  valued  as  an  entirety." 

"No  separate  treatment  was  given  to  franchises  from  that  which  was  given  "to 
the  problem  of  valuing  the  property  as  a  whole." 

"It  was  valued  as  a  whole  and  in  the  valuation  of  the  whole  all  these  mat- 
ters that  I  have  enumerated  were  considered. 

This  may  or  may  not  be  entirely  clear  to  the  reader  but  it  was  satisfactory 
to  the  Court.     It  followed  the  rule  laid  down  in  the  case  of  Smythe  vs.  Ames,  a 
rule  which  governs  the  decisions  of  the  Railroad  Commission  also. 

In  Buell  vs.  Chicago,  ?^ilwaukee  &  St.  'Paul  Railway  Co.  a  case  involving 
the  reasonableness  of  passenger  fares,  decided  Feb,  lo,  190? >  it  is  said 

"In  the  Say  the- Ames  case,  cited  supra,  the  United  States  Supreme  Court  says 
that  in  order  to  ascertain  the  correct  valuation,  the  original  cost  of  constuct- 
ion  when  it  can  be  determined,  the  amount  expended  in  permanent  improvements  the 
amount  and  market  value  of  the  stocks  and  bonds,  the  present  as  compared  with 
the  original  cost  of  construction,  the  probably  earning  capacity  of  the  property 
under  lav/fully  prescribed  rates  and  the  sum  required  to  meet  operating  expenses 
are  all  matters  for  consideration  and  are  to  be  given  such  weight  as  may  be  just 
and  right  in  each  case.  The  court  says  it  is  even  ;:robably  that  other  consider- 
ations should  be  taken  into  account  in  determining  the  question." 

It  might  be  thought  that  some  of  these  matters  would  merit  but  little  con- 
sideration and  should  be  given  little  weight.     The  well  watered  stocks  of  some 
roads  need  not,  apparently,  detain  the  attention  of  a  commission  fixing  a  valua- 
tion and  the  original  cost  of  a  rop,d  might  be  a  poor  guide  to  its  present  value. 
But  in  this  case,  (Buell  vs.  CM. A  St.  P.  Railway  Co.),  the  Commission  says, 

"Xe  have  carefully  considered  the  matter  of  valuation  and  the  varioiis  ele- 
ments that  should  be  taken  into  account  as  ordered  by  the  court." 

In  was,  apparently,  not  an  easy  task. 
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On  page  3U7  we  are  told  that  capital  assets  include  "broadly  speakin^,  the 
cost  of  the  road  and  of  the  plant  and  equipment,,  investment  in  securities  of 
other  companies ,  sinking  funds,  securities  held  in  the  treasury,  and,  in  many 
cases,  new  improvement  funds.    The  current  assets  include  among  other  things 
stock  and  material  on  hand,  amounts  due  from  agents  and  conductors,  transporta- 
tion companies,  individuals  and  h.iscellaneous  concerns  and  the  United  States 
O-overnment,  advances  to  other  companies  and  case  on  hand. 

"The  capital  liabilities  include  the  stocks  and  bonds  outstanding.    Tne  cur- 
rent liabilities  include  such  items  as  the  payrolls  and  vouchers,  amounts  due  to 
transportation  companies,  miscellaneous  bills  and  accounts  payable  and  dividend 
and  interest  unclaimed  and  accrued." 

Balance  sheets  of  the  company  are  shown  from  June  30;  1899  to  June 

It  will  occur  to  the  reader  that  if,  in  order  to  find  out  the  actual  value 
of  a  road  like  the  Chicago,  Milwaukee  &  St.  Paul  it  is  necessary  to  investigate 
such  capital  accounts  as  these  and  to  examine  balance  sheets  produced  some  years 
before  the  accounts  of  the  road  were  properly  supervised,  and  involving  a  con- 
struction history  going  back  thirty-five  years  beyond  the  earliest  of  the  bal- 
ance sheets,  the  commission  will  be  obliged  to  employ  a  large  accounting  force 
or  to  place  a  good  deal  of  reliance  on  the  road's  figures.    Whether  the  VTiscon- 
sin  Commission  has  a  sufficient  accounting  force  is  a  question  that  will  be  con- 
sidered later  in  the  light  of  such  evidence  as  we  can  find. 

The  Commission  was  not  entirely  satisfied  with  the  information  obtained. 

On  page  35O  it  i6  said  "while  neither  the  assets  or  liabilities  are  as  de- 
tailed as  might  be  desired  they  convey  a  fairly  good  idea  of  the  financial  sit- 
tuation  of  the  road  for  the. period  in  question." 

Again,  page  350,  "all  the  facts  needed  for  a  detailed  examination  are  not 
at  hand." 

On  page  351  are  given  some  imposing  figures. 

"Spent  on  road  and  improvements  $32, 1**7>**55 -02 
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Invested  in  securities  of  otner  comoanies 


$  3,939,239.22 


Renewal  fund  and  current  assets  increased 


543, 64s. 64 


and  $14,443,489.76  respectively. 


Bonded  indebtedness  reduced 


14,377 j 000. 00 


Sinkin^j  fund  reduced 


144/J36.46 


Total  expenditures 


65,655,629.10 


After  some  further  figures  of  reductions  in  sinking  funds  and  treasury  se- 
curities, increases  in  common  and  preferred  stock,  payments  withheld  from  re- 
newal and  replacement  funds  and  surplus  devoted  to  new  improvements,  the  commiss- 
ion makes  a  statement  which  should  cause  little  surprise. 

"To  definitely  pa66  upon  the  integrity  of  all  these  charges  v/ould  require 
a  more  thorough  inquiry  than  it  has  been  possible  to  undertake." 

On  page  353  the  opinion  says, 

"The  cost  of  the  real  estate,  on  the  other  hand,  is  not  itemized  nor  accom- 
panied by  any  detailed  explanations.     It  has  also  been  difficult  to  obtain  in 
all  cases  any  specific  information  concerning  the  cost  and  character  of  all  the 
securities  that  are  included  in  the  capital  account.     In  some  of  the  annual  re- 
ports the  details  are  clearly  set  forth.     In  others  again  the  facts  are  not  so 
Clear  and  in  some  cases  entirely  omitted.    There  are  also  some  differences  in 
the  cost  of  the  securities  as  given  in  the  reports  to  the  state  and  in  the  re- 
ports to  the  stockholders.     It  is  quite  likely,  however,  that  the  lack  of  clear- 
ness and  consistency  in  these  cases  is  duo  to  methods  of  accounting  and  that  it 
can  be  easily  explained.     The  same  lack  of  details  is  found  in  connection  with 
the  amounts  which  are  credited  to  the  construction  account.    But  these  items  are 
comparatively  small  and  can  have  but  little  effect  on  the  result." 

(Page  356).     "It  is,  of  course,  true  that  a  large  proportion  of  the  right 
of  way  was  secured  free  and  that  a  considerable  part  of  the  balance  was  obtained 
at  a  low  cost.     In  addition  to  this  it  is  also  a  fact  that  the  cost  of  the  plant 
to  the  company  was  considerably  reduced  by  land  grants  and  local  aid.  Whether 
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the  construction  account  has  been  credited  by  with  the  receipts  from  t.iese  and 
similar  sources  is  doubtful.    Theoretically  all  such  aids  should  have  oeen  taken 
into  account,  but  from  a  practical  point  of  view  or  for  the  rurposes  of  this  in- 
quiry it  may  be  a  question  whether  items  of  this  character  should  be  deducted 
from  the  capital  account  at  this  time." 

(Page  357).     "The  company  has  several  sinking  funds,,  the  origin  and  detail- 
ed operation  of  which  are  not  explained  in  any  of  its  late  reiorts.    These  funds 
are  comparatively  small  and  it  was  therefore  not  thought  necesGury  to  investigate 
the  seu^e  in  the  offices  of  the  company."    This  may  imply  that  some  investigation 
were  made  in  the  offices  of  the  company.     It  would  be  interesting  to  know  just 
what  they  were  but  when  we  consider  that  the  opinion  in  this  case,  involving 
only  one  road,  takes  up  one  hundred  and  eighty-four  pages  of  the  Commission 1 s 
report  it  is,  perhaps,  unreasonable  to  expect  further  details. 

""hatevor  may  have  been  the  difficulties  in  the  way  of  reaching  a  decision 
at  to  the  value  of  the  roads  property  they  were  overcome. 

wwhile  the  cost  of  reproducing  new  the  property  of  the  railway  company 
under  consideration  in  Wisconsin    as  found  by  the  tax  commission  in  1905  was 
$62.97^,000  the  property  was  actually  assessed  in  that  year  for  $73,7^0,000. 
That  may  be  a  fair  value  in  a  given  year  for  taxation  purposes  is  not  necessar- 
ily a  fair  one  for  rate-making  purposes.    The  franchise  value  or  the  earning 
power  of  a  railway  property  may  be  and  often  is  enhanced  by  the  imposition  of 
excessive  rates. 

"Our  conclusion  is  so  near  to  the  cost  of  reproduction  new  that  we  have 
concluded  to  adopt  that  valuation,  not  because  it  hap r ens  to  be  made  on  any  par- 
ticular basis,  but  because  it  is  equivalent  to  a  composite  value  arrived  at 
after  taking  into  account  the  various  elements  suggested  by  the  court." 

Having  arrived  at  the  value  of  the  property,  tangible  and  intangiole,  of 
the  Chicago,  Milwaukee  &  St.  Paul  we  may  and  we  must  assume  that  the  Commission 
did,  by  an  equally  careful  process,  ascertain  the  value  of  each  of  the  other 
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fifty  steam  roads  of  Wisconsin;  and  a  price  regulating  commission  could  in  the 
same  way  ascertain  the  value  of  the  property  of  all  the  concerns  supervised  or 
mo6t  of  them  or  some  of  than;  it  depends  on  the  details  of  the  price-regulatiu_ 
scheme  how  many  such  inquiries  a  commission  would  oo  expected  to  conduct;  also 
how  often  a  new  inquiry  would  have  to  be  made.     The  Chicago,  Milwaukee  &  St.  Paul 
has  not  now  exactly  the  same  value  as  in  190lj;  if  tax  assessments  figures  are 
any  guide,  it  has  been  changing  in  value  from  year  to  year. 

It  does  not  appear  that  the  Railroad  Commission's  valuations  of  steam  roads 
b  V8  ooen  contested  and,  as  may  be  seen  by  reference  to  the  opinions  in  Buell  vs. 
C.  &  N.  7.  B .  R.  Co.  and  -icusor  vs.  C.  St.  P.  If,  &  0.  Railway  Co.,  it  was  not 
always  considered  necessary  to  publish  the  detailed  accounts  of  the  processes  by 
which  the  results  were  reached.    But  a  numoer  of  cases  involving  corporations 
other  than  steam  roads  have  led  to  very  elaborate  discussions  of  values  of  tangi- 
ble and  intangible  property. 

Floy,  in  "Valuation  of  Public  Utility  Properties"  has  given  special  atten- 
tion to  the  work  of  the  Wisconsin  Commission  on  these  lines  and  gives  copious 
extracts  from  its  decisions.    From  these  we  may  get  some  idea  of  certain  problems 
that  arise  in  rate  regulation  and  that  would. arise  in  price  regulation. 

The  following  quotation  from  the  decision  in  Kill  vs.  Antigo  Water  Company, 
Aug.  3i  l-303>  gives  the  opinion  of  the  Commission  on  the  proper  allowance  for 
certain  non-physical  costs. 

"These  accounts  with  the  records  upon  which  they  are  based  should  show  the 
cost  of  each  of  the  different  parts  of  the  plant,  the  cost  of  engineering,  super- 
intendence and  management,   the  amount  that  was  allowed  as  interest  on  the  capital 
during  the  construction  period,  the  amount,  if  any,  at  which  the  bonds  were  dis- 
counted, the  basis  upon  which  the  contracts  for  construction  were  let,   the  cost 
of  the  franchises  that  were  obtained  and  all  other  items  -- 

"Contractor's  profit  is  an  item  that  usually  enters  into  the  cost  —  Inter- 
est on  the  cost  during  the  period  of  construction  would  seem  to  be  one  of  the 
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necossary  elements  th  t  should  be  includod  in  the  total  cost  of  the  plant  -~  The 
fact  that  interest  on  the  capital  used  must  be  paid  is  too  well  settled  to  be 
questioned  here       Fhether  this  (discount  on  bonds)  is  a  legitimate  cost  to  be 
included  in  the  cost  of  construction  will  perhaps  depend  upon  the  circumstances 
in  each  particular  case.     If  the  utility  is  needed  and  the  capital  for  it  can  be 
had  on  no  better  terms,  then  it  is  difficult  to  say  on  what  grounds  such  discount* 
should  not  be  included  in  the  cost  of  the  plant.    To  so  include    it  has  oeen  and 

is  the  almost  universal  practice.  As  a  rule  it  is  not  safe  to  enter  u;.on  the 

erection  of  works  of  this  character  without  having  provided  for  efficient  super- 

I  vision  of  the  same.    Such  supervision  costs  money  and  this  ordinarily  is  a  proper 
Charge  to  construction  —  Owners  and  promoters  are  undoubtedly  as  much  entitled 
to  fair  compensation  for  legitimate  and  valuable  services  as  any  one  else  — 
In  the  construction  of  plants  of  this  kind,  a  great  deal  of  capital  is  required 
and  this  cannot  be  had  without  cost.    The  services  of  engineers  and  superintend- 
ents must  also  be  obtained  and  this  is  combined  with  another  class  of  outlays. 
In  addition  to  t:.j.s,  something  should  also  oe  sot  aside  for  insurance  and  con- 
tingencies of  various  kinds.    These  items  are  legitimate  outlays  in  undertakings 
of  this  character  and  are  generally  placed  at  from  10  to  18  per  cent  of  the  re- 
maining expenses  on  the  cost  of  construction." 

In  the  same  case  a  discount  of  8  per  cent  on  bonds  bearing  6  per  cent  inter- 
est was  allowed  as  part  of  the  cost  of  construction. 

In  State  Journal  Printing  Company  vs.  Madison  Gas  and  Electric  Company, 
March  ?,  1910  the  Commission  decided  the  amount  of  working  capital  necessary  for 
the  gas  business  of  t.-:is  company.    10  per  cent  of  tne  capitalization;  20  cents 
per  1000  cubic  feet;  30  cents  per  1000  cubic  feet,  were  among  the  estimates  of  1 

,  witnesses.    The  Commission  allowed  3f  per  cent  of  the  value  of  the  company's  pro- 
?  erty . 

The  decision  in  Hill  vs.  Antigo  T&ter  Company  allows  a6  part  of  cost  the 
losses  incurred  during  early  years  of  operation  when  the  business  was  oeing  uuilt 
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up,  unless  such  losses  have  been  offset  by  later  profits. 

In  another  case  of  this  kind,  Fond  du  Luc  Water  Company,  Aug.  10,  1910,Mirie 
history  of  the  property  and  examination  of  its  gross  and  net  earnings  is  carried 
back  over  a  period  of  twenty-four  ye^.rs  to  determine  the  fact  of  such  losses  and 
their  amount."    As,  of  course,  the  account a  of  the  company  during  these  twenty- 
four  years  were  not  under  supervision  it  is  to  be  hoped  that  they  needed  none. 

It  is  ,  of  course,  possible  that  the  early  losses  of  such  a  company  tuay  have 
bean  due  partly  to  indulgence  in  trie  practice  of  discrimination  once  prevalent 
in  Wisconsin.    Ho  doubt  the  coiuTiission  v/ould  ascertain  the  facts  in  each  case 
and  make  only  proper  allowances . 

In  certain  cases  as  Floy  points  out  the  early  records  of  the  plant  may  be 
inaccessible  or  incomplete.     In  fact,  Floy  says  they  usually  are.    Dut  he  goes 
on  to  say  that  while  there  may  be  a  lack  of  data  in  some  cases  there  may  oe  abun- 
dance of  facts  in  others. 

And  in  any  event  the  Commission  must  reach  a  decision.       If  we  are  to  have 
rate  making  we  must  have  a  basis. 

If  we  have  found  the  value  of  a  road's  property,  no  matter  by  what  method, 
we  may  pass  on  to  the  next  question  what  is  a  fair  rate  of  return? 

As  the  risconsin  Commission  puts  the  problem  in  "Investigation  of  passonger 
rates  on  the  Minneapolis,  St.  ^aui  &  Sault  Sts.  Marie  R.  R.  Co. 

"Upon  what  valuation  is  the  road  entitled  to  a  fair  income  and  what  rate  of 
interest  upon  such  valuation  will  yield  such  income?" 

The  answers  to  the  second  question  in  the  passenger  rate  cases  are  given 
below  in  the  words  of  the  Commission.    They  are  interesting  if  only  for  their 
variety  and  deserve  careful  consideration  for  the  light  they  throw  on  one  of  the 
essential  problems  of  rate  and  price  regulation. 

Buell  vs.  Chicago,  Milwaukee  &  St.  Paul  Railway  Co. 

"A  reduction  to  2  cents  per  mile  would  therefore  have  not  only  wiped  out 
the  entire  surplus  but  would  have  left  only  about  5  i or  cent  on  the  cost  of  re- 


production.    A  reduction  to  2^  cents  per  mile  would  have  left  above  expenses  and 
taxes  about  8  per  cent  upon  the  cost  of  reproduction  which  is  the  minimum  upon 
which  an  equitable  rate  of  return  can  be  basod." 
The  maximum  rate  was  reduced  to  24  cents. 

■ 

Buell  vs.  C.  &  H.  t.  Railway  Co. 

"A  reduction  to  2\  cents  per  mile  on  the  intrastate  risconsin  traffic  of  the 
resjondent  will  still  enable  it  to  earn  substantially  por  cent  on  that  portion 
cf  the  value  of  the  property  which  should  be  assigned  against  such  traffic.  A 
reduction  to  2  cents  per  mile  would  enable  the  company  to  earn  practically  3£- 
per  cent  upon  such  value." 

The  maximum  rate  was  reduced  to  2.:  cents. 

0 

Houser  vs.  C.  St.  P.  M.  &  0.  Railway  Co. 

"A  two  and  one-half  cent  rate  of  fare  v/ill  enable  the  respondent  to  earn 
substantially  5i  Ver  cent  on  the  value  of  that  part  of  the  property  assigned  to 
intrastate  traffic  in  Wisconsin.    A  reduction  to  2  cents  per  mile  would  still 
permit  the  company  to  earn  substantially  2.3  per  cent  upon  such  value." 

The  maximum  rate  was  reduced  to  2'  cents. 

0 

"Investigation  of  passenger  rates  on  M.  St.  P.  &  S.  S.  If.  Railway  Co. 

"An  earning  of  6  por  cent  on  an  amount  that  substantially  agrees  with  the 
cost  of  reproduction  now  would  probably  not  be  an  unreasonably  low  income  upon 
the  investment."  (Paje  583).  "It  is  here  held  that  6  per  cent  on  the  cost  of 
reproduction  now  as  given  aoove  is  not  an  excessive  income." 

The  maximum  rate  was  reduced  to  21  cents. 

In  the  opinion  in  Buell  vs.  C.  II.  &  St.  P.  Railway  Co.  it  is  stated  tnat 
the  new  rate  would  give  the  risconsin  Central  Railroad  Company  a  lower  rate  of 
return  than  that  of  the  C.  If.  ft  St.  P.  Railway  Co.,  the  C.  &  N.  f.  or  the  C.  St 
P.  M.  4.  0.  Railway  Co. 

There  is  here  no  question  of  the  sufficiency  of  an  accounting  force.  Let 
us  assume  that  the  Commission  had  all  the  accountants  in  the  United  States  at 
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its  service  and  that  they  found  all  the  figure!  of  all  the  roads  correct  in 
ever/  particular.     Let  us  assume  that  the  Commission ' s  analysis  of  the  accounts 
and  statistics  was  absolutely  correct.    Then  we  have  a  result  which  gives  the 
CM.  &  St.  P.  Railway  8  per  cent 

C.  &  V.  W.  Railway  o£    »  » 

C.  rt.  v.  &  0.  Railway  £1     "  » 

M.  St.  P.  &  S.  £.  M.  Railway  6      »  " 

Wisconsin  Central  Railway  less  than  54    "  " 

If  we  had  figures  for  the  other  forty  odd  roads  of  Wisconsin  what  would 
they  show0    If  we  had  figures  for  fifty  concerns  in  any  of  the  varied  industries 
of  Wisconsin  what  would  they  show?    Could  an  increased  accounting  force  equalize 
these  returns  or  satisfactorily  explain  the  variations? 

The  reader  Kay  indulge  in  conjectures  as  to  the  reasons  for  this  showing. 
Re  may  suppose  that  the  C.  St.  P.  If.  &  C.  and  the  Wisconsin  Central  are  rela- 
tively inefficient  roads  which  must  be  content  with  less  than  what  is  a  fair 
rate  of  return  for  other  roads  and  that  the  C.  If.  &  St.  is  a  relatively  effici- 
ent road  which  is  entitled  to  a  reward  for  its  superior  efficiency.    But  the 
decisions  of  the  Commission  will  not  help  him. 

If  we  know  the  value  of  the  road's  investment  and  the  proper  rate  of  re- 
turn it  is  a  simple  matter  to  find  the  amount  of  that  return  expressed  in  dol- 
lars.   We  add  this  to  the  operating  expense.    Rut  how  do  we  know  the  operating 
expense?    In  the  first  place,  we  have  the  reports  of  the  companies,  their  ac- 
counts, presumably,  being  kept  in  the  manner  prescribed  by  the  commission.  We 
might  accept  these  railway  figures  for  either  of  the  following  reasons: 

1  -  That  the  companies  are  entirely  trustworthy.    But  it  is  no  reflec- 

tion on  any  of  them  in  particular  to  say  that  some  may  not  be. 

2  -  That  our  accounting  force  is  sufficient  only  to  analyze  the  accounts 

and  statistics  submitted  by  the  roads;  not  to  make  such  an  examin- 
ation of  a  road's  figures  as  to  be  able  to  say  that  there  are  no 
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irregularities .     If  it  develops  later  that  there  have  been  irregu- 
larities, as  in  the  case  of  the  New  Haven  and  the  Illinois  Central 
it  is  no  reflection  on  a  commission  but  it  discloses  a  serious  de- 
fect in  rate-making  machinery.    Such  irregularities  seriously  affect 
the  factors  in  rate  Baking  problems.    An  analysis  of  accounts  and 
traffic  statistics  however,  careful  and  elaborate,  can  be  of  value 
in  rate  making  only  to  the  extent  that  the  figures  analyzed  are 
correct . 


""hat  facilities  has  the  Tisconsin  Coujr.ission  for  finding  out  whether  they 


are  correct? 

Itemized  statements  of  the  expenditures  of  the  Commission  are  to  be  found 
in  the  reports  of  the  Wisconsin  Secretary  of  State.    They  are  not  presented  in 
a  form  that  facilitates  analysis  but  such  as  they  are  they  do  not  encourage 
the  belief  that  railroad  accounts  are  subjected  to  very  careful  scrutiny.  The 
entire  expenditure  under  the  Railroad  Commission  law  for  the  year  ending  June 
30,  1910,  was  $5^,683.33. 

01  this  amount  there  was  expended  for  the  salaries  of  the  Commissioners, 
secretary,  assistant  secretary,  stenographers,  messenger,  copyist,  and  for 
various  miscellaneous  expenses,  $32,102.12 

The  other  expenses  were  distriouted  as  follows: 


Rate  clerk  and  assistant 


$  2,759. S7 


Computers 


1,186.26 


Clerks 


c,60o.SU 


Experts 


186 . 92 


Statistician 


1,710.00 


Special  investigator 


67.50 


Engineers,  inspectors  and  assistants 


9,8S8.U2 


Services 


175. ho 
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There  is  nobody  on  the  payroll  who  is  described  as  an  accountant  or  book- 
keeper and  there  is  nothing  in  it  to  show  directly  that  there  is  any  examination 
of  railway  accounts  whatever,  "out  if  we  assume  that  all  the  clerks  and  computers 
were  engaged  in  thi6  occupation  —  an  absurd  supposition,  of  course,  --  there 
would  h.-;ve  been  an  expenditure  of  something  less  than  eight  thousand  dollars 
devoted  to  this  purpose.     If  competent  accountants  could  be  had  at  $1000  a  year, 
this  expenditure  would  provide  for  eight  and  if  they  were  all  employed  in  veri- 
fying the  railroad  figures  each  man  would  have  to  look  after  half  a  dozen  rail- 
roads.    If  fifty  men  were  so  employed  they  would  have  a  railroad  each  to  watch. 
Nothing  that  the  Viscous  in  Commission  has  done  will  enable  us  to  estimate  the 
accounting  force  that  would  be  necessary  to  verify  the  Wisconsin  railroad  fig- 
ures . 

And  yot  it  would  seem  that  a  commission  v/ould  require  such  information  and 
even  more.     It  vouid  not  be  enough  to  know  that  the  figures  submitted  by  the 
roads  were  arithmetically  correct.     If  a  road,  for  instance,  reported  an  expense 
of  $1C,OOC,000  the  Commission  would  want  to  know  that  the  money  was  spent  and 
that  the  expenditures  were  reasonable. 

e  have  already  seen  that  the  preparation  of  a  rate  schedule  by  Commission 
Erickson's  method  involves  consideration  of  the  following  matters  among  others: 
Operating  expenses  and  taxes. 

Proportion  chargeable  to  interstate  and  to  intrastate  traffic. 

Proportion  chargeable  to  freight  traffic. 

Proportion  of  terminal  expenses  to  total  freight  expenses. 

Total  number  of  loaded  cars;  of  loaded  car  miles.  . 

Average  weight  per  empty  car;  of    weight  in  loaded  car;  average 
gross  weight  per  loaded  car. 

Tons  of  freight  carried;  of  freight  carried  one  mile;  average  dis- 
tance each  ton  was  carried;  estimated  cost  per  mile. 
Let  us  try  to  get  an  idea  what  it  would  mean  to  get  this  information,  and 
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to  be  reasonably  certain  that  we  had  it,  in  the  case  of  a  riven  road? 

The  Chicago,  Milwaukee  &  St.  Paul  operates  9U2U.31  miles  of  main  track  of 
wl.ich  17?3-05  ar*Q  in  Wisconsin. 

First  question,  what  are  the  operating  expenses  of  the  I7S3.O5  miles?  In- 
formation from  the  road,  $62 .883, 9°  7 .60  for  the  whole  road. 

3ut  how  much  of  this  is  chargeable  to  Wisconsin  traffic?    Su^tJestion  by 
Commissioner  Erickson, 

"The  separation  between  the  intrastate  and  interstate  traffic  is,  of  course 
very  complicated,  but  it  is,  nevertheless,  practicable,  especially  where  the 
expenses  and  other  operating  data  are  properly  classified  and  kept." 

Let  us  assume  that  the  necessary  separation  has  been  made;  between  inter- 
state and  intrastate  traffic;  between  passenger  and  freight  traffic;  betv/een 
terminal  and  movement  expense.    All  we  need  to  know  is  that  the  figures  we  are 
separating  are  correct. 

Te  pursue  our  inquiry  into  the  affairs  of  the  Chicago,  Milwaukee  &  St.  Paul 
That  are  the  details  of  these  operating  expenses? 

They  are    first,  maintenance  of  way  and  structures,  $10,648,785,06,  for  the 
whole  road,  as  follows  (itemized  in  the  report): 
Superintendence 
Ballast 
Ties 
Rails 

Other  Track  Material 

Roadway  and  Track 

Removal  of  snow,  sand  and  ice 

Tunnels 

Bridges,  trestles  and  culverts 
Over  and  underground  crossings 
Grade  crossings,  fences  and  cattle  guard  signs 


S9 

Snow  and  sand  fences  and  snow  sheds 
Signal  and  interlocking  plants 
Telegraph  and  telephone  lines 
Buildings,  fixtures  and  grounds 
Docks  and  wharves 
Foadway  tools  and  supplies 
Injuries  to  persons 
Stationery  and  printing 
Other  expenses 

Maintenance  of  joint  tiacks,  Dr. 
Ifaintenance  of  joint  tracks,  Cr. 
The  operating  expenses  also  include  maintenance  of  equipment, $13,271, 3^5 
covering  the  following  items: 
Superintendence 
Steam  locomotives  repairs 
Steam  locomotives  renewals 
Steam  locomotives  depreciation 
Passenger  train  car  repairs 
Passenger  train  car  renewals 
Passenger  train  car  depreciation 
Freight  train  car  repairs 
Freight  train  car  renewals 
Freight  train  car  depreciation 
Vork  equipment  car  repairs 
Tork  equipment  car  depreciation 
Shop  machinery  and  tools 
Injuries  to  persons 
Stationery  and  printing 
Other  expenses 
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Maintaining  joint  equipment  at  terminals.  Dr. 
Maintaining  joint  equipment  at  terminals,  Cr. 
The  operating  expensos  also  include  traffic  expenses,  $1,894,31+3.111,  com- 
prising the  following  items: 
Superintendence 
Outside  Agencies 
.Advertising 
Traffic  Agencies 
Immigration  Bureaus 
Stationery  and  Printing 
Other  expenses 

en  ccme  transportation  expenses,  $35*065,8^2.01,  including, 
Superintendence 
Dispatching  trains 
Station  employes 

Weighing  and  Car  service  Associations 

Coal  and  Ore  Docks 

Stationery,  supplies  and  expenses 

Yardmasters  and  their  clerks 

Yard  conductors  and  brakemen 

Yard  switch  and  signal  tenders 

Yard  supplies  and  expenses 

Yard  enginemen 

Enginehouse  expenses,  yard 

Fuel  for  yard  locomotives 

Lubricants  for  yard  locomotives 

Other  supplies  for  yard  locomotives 

Operating  ;oint  yards  and  terminals,  Dr. 

Operating  joint  yards  and  terminals,  Cr. 
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Other  expenses 

General  admixub-tration  joint  track,  Dr. 
General  administration  joint  track,  Cr. 
If  such  a  road  should  fall  into  unscrupulous  hands  and  if  its  corrupt 
managers  should  desire  to  conceal  [rofita  by  padding  operating  expenses  there 
are  many  ways  in  which  the  atten.pt  might  be  made.    The  items  classified  under 
maintenance  of  way  and  equipment  amounting  to  over  $1,000,000  are, 
Ties  $1,325,208.36 
Roadway  4,132,225.18 
Buildings,  fixtures  and  grounds  1,014,562.10 
Steam  locomotive  repairs  5,710,555.67 

Freight  car  rej  airs   5, 483, 44 9. 63,, 

$  17,726,G00.9U 

Collusive  contracts  raising  these  charges  12-^  per  cent  would  add  $2,000,000 
to  the  operating  expense  figures. 

Under  the  classification  Transportation  Expenses  are  the  items, 

Fuel  for  road  locomotives  $  8,119,402.08 

Loss  and  damage  to  freight  1,677, 693 «6? 

Injuries  to  persons  552,558.76 
Weighing  and  gar  Service  Association  4,075, 7^7 • 90 

Ten  per  cent  increase  here  would  be  almost  1,500,000.00 

The  Wisconsin  roads  may  be  beyond  reproach  but  it  is  a  fact  that  examina- 
tion of  accounts  is  considered  one  cf  the  necessary  powers  of  a  commission  and 
disclosures  in  railroad  history  from  time  to  time  have  impressed  this  necessity 
on  the  public  mind,  ^ower  is  something  more  than  legal  authority;  it  is  legal 
authority  provided  with  adequate  means  for  its  exercise.  It  is  an  interesting 
question  just  what  supervision  of  accounts  there  is  in  Wisconsin.  Could  a  road 
be  managed  as  the  "ew  Kaven  was  for  6ome  years  without  the  facts  becoming  known? 
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How  would  they  be  found  out? 

The  transportation  statistics    of  the  Chicago,,  Milwaukee  and  St.  Paul  give 
6ome  of  the  information  required  to  determine  reasonable  freight  rates,  or,  at 
least,  furnish  data  from  which  6uch  information  can  be  obtained.    For  example 
the  ton6  of  revenue  freight  carried,  3^*805,^91;  the  tons  of  revenue  freight 
carried  one  mile,  85,570,661,^11;  the  tons  of  revenue  freight  per  loaded  car, 
lo.77^i  average  distance  haul  for  each  ton  of  revenue  freight  246.23  rtiles  and 
1  any  other  statistical  details.    Considering  that  such  figures  as  these  are  tho 
raw  materials  from  which  rates  are  made  it  would  be  interesting  to  know  what 
methods  are  employed  to  test  their  accuracy. 

The  cost  of  service,  difficult  as  it  is  to  ascertain,  may  not  be  and  indeed 
is  not  usually  the  only  matter  to  be  considered  in  determining  the  reasonable- 
ness of  rates  in  particular  cases. 

"Articles  of  high  value  should  be  charged  relatively  higher  rates  than 
articles  of  low  value." 

"Tho  earnings  per  unit  of  traffic  should  be  lower  for  low  grade  than  for 
high  grade  articles." 

The  effect  of  rate  adjustments  on  existing  commercial  conditions  may  be  a 
factor  in  the  problem.     "Where  such  rate  arrangements  as  those  under  considera- 
tion have  been  in  effect  long  enough  to  enable  commercial  and  market  conditions 
to  become  adjusted  thereto,  radical  changes  therein  may  also    cause  considerable 
harm  to  the  industries  involved." 

Croup  rates  are  a  subject  of  more  or  less  difficulty.     "The  circumstances 
surrounding  such  systems  are  usually  such  that  their  fairness  can  better  be 
determined  from  particular  facts  than  from  general  rules." 

"The  relation  which  the  rates  on  the  various  classes  of  freight  and  the 
various  commodities  ought  to  bear  to  each  other  are  largely  questions  of  class- 
ification.    It  depends  on  6uch  factors  as  the  value  of  the  articles,  their  bulk 
in  proportion  to  their  weight,  the  risks  involved,  the  nature  of  the  articles 


generally  and  many  other  factors." 

A  clearer  idea  of  the  difficulties  of  rate  regulation  may  be  gathered  from 
son:e  of  the  more  important  decisions.    A  case  decided  Jan.  27,  1911  concerned 
rates  on  certain  petroleum  products  in  less  than  carload  lots  on  eleven  roads: 
Chicago,  Milwaukee  <fc  St.  Paul 
Chicago  &  Northwestern 
Chicago,  St.  Paul,  Minneapolis  ft  Omaha 
Chicago,  Burlington  ft  Quincy 
Duluth,  South  Shore  ft  Atlantic 
Green  Bay  and  Western 
Illinois  Central 
Kewaunee,  Green  Bay  ft  Western 
La  Crosse    ft  Southeastern 
Milwaukee,  St.  Paul  &  Sault  Ste.  Marie 
Wisconsin  ft  Michigan 
The  complaint  was  that  third  class  rates  were  charged  while  fourth  class 
rates  cr  even  less  would  have  been  reasonable.    The  case  involved  consideration 
of  the  following  matters,  none  of  which  seem  to  have  been  dismissed  as  irrele- 
vant ; 

Carload  rates  on  the  same  kind  of  freight. 
Difficulty  of  competition  with  the  Standard  Oil  Co. 
Proportion  of  carload  freight  to  entire  tonnage  of  road. 
Proportion  of  carload  freight  revenue  to  entire  revenue  of  road. 
Proportion  of  carload  rates  to  less  than  carload  rates  in  actual 
practice . 

Comparison  of  Wisconsin  third  and  fourth  class  rates  with  rates  in 
Minnesota,  Iowa,  Illinois,  North  Dakota,  South  Dakota,  Missouri 
and  Kansas. 

Question  whether  the  rates  in  other  states  vere  voluntary  and  presum- 
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ably  remunerative  or  ordered  by  state  commissions. 
If  such  rates  were  ordered  by  conmissions  and  orders  were  not  contested, 
were  they  prima  facie  reasonable? 

Consideration  of  other  articles  included  in  the  fourth  cl^ss  in  fiisconsin— 
animal  food,  flour,  rice,  soap,  sugar,  axle  grease,  lime,  vinegar, 
mineral  water,  cider,  gref.se,  road  sprinkler  compound,  salt,  canned 
preserves,  tar,  lard,  paint.    TThy  not  petroleum  products  also? 
Question  whether  risk  of  contamination  to  other  freights  justified  higher 
rates  on  oil.    But,  shippers'  attorney  asked,  then  why  not  higher  rates 
on  hides  and  fertilizers? 
It  does  not  look  like  a  simple  problem  but  it  was  solved.    The  case  Come  on 
for  hearing  Hot,  9,  1910  and  was  decided  Jan.  27,  1911.     "It  would  seem,"  says 
the  opinion,  that  unless  the  rates  in  question  were  unreasonably  low  in  other 
states  the  rates  complained  of  herein  must  be  unreasonably  high  in  Wisconsin.11 
However,  it  is  not  on  that  ground  that  the  decision  is  based. 

"Since  the  carriers  are  ordinarily  entitled  to  earnings  for  their  services 
that  will  yield  reasonable  returns  on  the  fair  value  of  the  investment  and  since 
these  earnings  should  be  derived  from  rates  that  are  more  or  less  closely  ad- 
justed to  the  value,  etc.  of  the  products  transported,  it  would  seem  tc  follow 
that  the  cost  of  the  services  to  the  carriers  and  the  proportion  cf  this  cost 
that  should  be  borne  by  each  branch  of  the  service  and  class  of  traffic  are 
u.-.der  most  circumstances  the  vital  elements  in  rate  making.    While  we  have  not 
fully  inquired  into  these  elements  for  each  of  the  states  mentioned  we  have 
carried  on  comprehensive  investigations  with  respect  to  them  not  only  in  this 
state  but  for  the  entire  lines  of  the  carriers  when  taken  as  a  whole.    To  give 
in  detail  here  the  results  of  thos  e  inquiries  is,  of  course,  out  of  the  ques- 
tion." 

The  absence  of  details  leaves  unsettled  the  question  whether  the  decision 
gave  the  eleven  roads  eleven  different  rates  of  return. 
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A  case  on  coal  rates  was  heard  Oct.  14,  Oct.  20,  Oct.  27,  190S,  and  decid- 
ed Feb.  24,  1911.    T::e  interval  between  the  hearings  and  the  decision  indicates 
con.plications .    Some  of  the  rates  were  found  to  be  reasonable;  others  were  re- 
duced from  75  "to  65  cents.    The  matters  considered  seem  to  have  been  as  numer- 
ous as  in  the  petroleum  case.     Details  of  the  calculation  by  which  the  decision 
was  reached  are  lacking. 

Three  cases  involving  rates  on  sugar  beet6  and  sugar  beet  pulp  on  five 
railroads  were  submitted  Oct.  2k,  1906  and  decided  Nov.  28,  1906 .    The  rates 
v ere  reduced. 

The  following  matters  were  considered: 

The  number  of  tons  cf  beots  transported  over  the  lines  involved 

(about  80,000) 
The  average  distance  hauled 
The  amount  of  beets  in  a  carload 
The  value  of  beets  per  ton 

The  quantities  of  sugar,  molasses  and  sugar  best  pulp  yielded  oy  a 
ton  of  beets. 

The  market  price  of  sugar  and  molasses  in  Milwaukee,  Chicago,  St.  Paul, 

Minneapolis,  Duluth  and  Superior. 
The  value  of  pulp,  if  any,  for  feed  for  live  stock. 
The  value  of  sugar  beotsj  the  risk  in  handling  and  transporting  them. 
The  quantities  of  coal  and  limestone  used  in  the  manufacture  of  beets 

and  6ugar. 

The  J. laces  from  which  coal  and  limestone  are  obtained. 

The  comparative  rates  on  sugar  beets  in  Wisconsin,  Michigan,  Nebraska, 
Northern  Colorado,  Southern  Colorado,  Minnesota,  California, 
Utah,  and  in  Central  Freight  Association  Territory,  the  rates 
being  compared  for  distances  of  from  five  to  two  hundred  miles. 
The  question  whether  the  rates  charged  in  other  states  were  remunerative. 
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The  comparative  density  of  traffic  and  cost  of  operation  in  these  states,  invol- 
ving a  consideration  of  United  States  Census  rejorts  of  farm  values  in  V'isconsin 
and  Michigan  and  the  value  of  the  fan.,  products  in  the  two  6tates. 

Also  the  topography  of  the  country  (Wisconsin  and  Michigan)  the  difference, 
if  any,  in  wages  of  trainmen  and  other  employes,  the  cost  of  fuel  and  materials, 
traffic  conditions  in  Northern  Indian  and  Ohio;  rates  on  coal,  limestone  and 
coke  in  Wisconsin;  rates  on  Coal  and  coke  in  Colorado;  rates  on  coal  and  lime- 
stone in  Nebraska;  rates  on  sugar  to  Missouri  Eiver  points,  to  Chicago,  to 
Minneapolis;  average  detention  of  cars  in  sugar  beet  service;  average  gross  rev- 
enue per  car  of  beets  at  Menominee  Falls  and  at  Janesville;  cost  of  station  ser- 
vice tor  ton  of  beets;  cost  of  terminal  service  at  Menominee  Fails,  including 
cost  of  maintenance  of  switch  tracks  and  interest  on  value  for  Jl  days;  repairs 
and  interest  on  car6  used,  based  on  average  value  of  car  and  average  detention; 
cost  of  hauling  freight  and  other  matters. 

One  of  the  questions  that  will  probably  arise  in  the  reader's  mind  is,  for 
how  much  of  this  information  did  the  Commission  rely  on  the  testimony  of  inter- 
ested parties  and  how  much  did  it  obtain  through  the  knowledge  acquired  by  its 
cwn  employees7    And  if  the  matters  considered  in  these  cases  are  material  fac- 
tors in  the  rate  problem,  what  force  would  be  necessary  to  investigate  the  facts 
or  to  test  the  statements  of  interested  parties? 

The  charges  of  the  Illinois  Central  were  not  found  to  be  unreasonable. 

"The  earnings  and  expenses  as  reported  by  the  Illinois  Central  R.  R.  Co. 
for  that  j>i  rt  of  its  lines  which  are  operated  in  Wisconsin  indicate  that  so  far 
as  that  railroad  company  is  concerned  the  rates  on  sugar  beets  and  sugar  beet 
pulp  concerned  are  not  unreasonable.    Furthermore,  the  lines  of  this  company 
are  so  located  that  it  does  not  carry  any  considerable  proportion  of  any  other 
part  of  the  traffic  either  into  or  out  from  the  sugar  beet  factories  in  ques- 
tion." 

Rates  on  the  other  roads  were  reduced. 
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And  now  comes  the  disar;  ointing  information  that  even  if  v/e  have  socured 
an  entire  schedule  of  reasonable  rates  we  have  not  necessarily  secured  reason- 
able transportation  charges  to  the  shipper.    Says  Governor  Davidson  of  Wisconsin 

"There  are  many  ways  by  which  rates  may  be  increased.     It  may  be  done  di- 
rectly or  it  may  be  accomplished  by  increase  per  carload  or  unit  of  shipment, 
by  the  cancellation  of  commodity  tariffs  and  causing  class  or  other  higher  rates 
to  be  established  for  such  commodity  rates  by  changes  in  classif ication,  by  al- 
teration in  rules  affecting  packing,  loading,,  routing  and  various  other  matters. 
Increases  indiroctly  brought  about  by  methods  of  this  character  may  ue  just  as 
affective  as  direct  increases.    They  are  less  apparent,  attract  less  attention 
and  are  more  difficult  to  discover." 

Doubtless  there  are  solutions  for  these  problems.    For  evidence  that  the 
railway  conjr.issioners  not  only  of  Wisconsin  but  of  many  other  states  are  trying 
to  find  such  solutions,  the  reader  is  referred  to  the  reports  of  the  standing 
coi.mittees  of  the  National  Association  of  Railway  Commissioners. 

If  the  inquirer  is  inclined  to  join  the  critics  vho  think  that  the  Commiss- 
ion has  not  been  sufficiently  drastic; that  is  has  allowed  too  much  for  intangi- 
ble property,  or  should  have  disallowed  certain  claims  altogether      or  that  it 
has  accepted  too  readily  the  accounts  and  statistics  of  the  roads,  he  will  do 
we^.1,  perhars,  to  suspend  judgment  until  he  has  considered  what  there  is  to  be 
said  on  the  other  side  of  the  question.    On  questions  of  principle  he  is  likely 
to  find  that  the  Commission  is  following  high  judicial  authority.    And  on  ques- 
tions of  expense  figures  and  traffic  statistics  the  railroads  have  the  best 
knowledge  and  the  Commission ' s  accountants  cannot  do  impossibilities. 

>.nd  the  critic  will,  perhaps,  admit,  that  if  the  Commission  had  tried  to 
accorpiish  more  it  might  not  have  been  able  to  accomplish  80  much.     If,  in  the 
grain  case,  for  example,  it  had  fixed  rates  which  the  roads  refused  to  accept 
I    the  dispute  might  have  gone  to  the  Courts.    The  presumption  of  the  Wisconsin  law 
would  have  been  infavor  of  the  Commission  but  the  roads  might  have  attacked  the 
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decision  successfully.    The  burden  of  proof  would  have  been  on  the  roads  but 
they  might  have  shown  that  terminal  values.,  right  1  of  way  values  and  prices  in 
general  have  advanced  and  that  the  value  of  their  property  used  and  useful  for 
the  service  of  the  public  was  higher  than  formerly  and  that  rates  could  not  be 
further  reduced  without  a  violation  of  their  ri^ht6. 

The  duty  of  the  Commission  is  not  to  make  low  rates  nor  high  rates  but  to 
make  fair  rates.     Its  work  is  to  be  tested  by  its  success  in  obtaining  the  nec- 
essary data  from  which  to  make  rates  and  its  use  of  such  data,  not  by  the  sat- 
isfaction or  dissatisfaction  the  result  may  have  given  to  any  of  the  parties  in 
interest . 
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SECTION  8 


TSOTA,  WASHINGTON  and  SOUTH  DAKOTA 
According  to  "Proceedings  of  the  2Uth  Annual  Convention  of  the  National 
Association  of  Railway  Cor.ji.is  si  oners  the  states  which  have  completed  railway 
valuations  are  Wisconsin,  Minnesota,,  South  Dakota,  Washington  and  Nebraska.  We 
need  hardly  look  for  a  solution  of  the  rate  problem  in  other  states  in  view  of 
the  fact  that  the  Interstate  Commerce  Commission  could  only  make  a  "rough  gues6" 
at  the  value  of  the  Boston  and  Maine  in  the  absence  of  an  official  valuation. 
As  the  Nebraska  valuation  had  "just  been  completed"  in  1912  it  is  a  little  early 
to  expect  results  frcm  that  state.    And  some  account  of  regulation  in  Wisconsin 
has  been  given. 

The  following  notes,  meagre  and  fragmentary  as  they  are,  will  throw  some 
light  on  the  situation  in  the  three  remaining  states  and  indicate  whether  a  more 
extended  investigation  would  be  likely  to  show  that  any  of  them  has  solved  the 
rate  problem. 

MINNESOTA 

The  valuation  of  the  Minnesota  railways,  made  under  the  direction  of  Dwight 
C.  Morgan,  engineer,  was  completed  Dec.  20,  1908.     It  cost  a  little  over  $8  per 
mile  of  main  track. 

In  the  report  cited  there  is  considerable  information  about  the  valuation 
methods  and  principles  of  the  Minnesota  commission.    Minnesota  allows  k  per  cent 
for  interest  on  construction  during  an  adopted  construction  period  of  about  four 
years;    2  per  cent  for  engineering  and  2  per  cent  for  superintendence;      of  one 
per  cent  for  franchises  and  legal  expenses;  no  multiplier  for  land  values  to 
make  allowance  for  railroad  purposes;    nothing  for  intangible  values;  nothing 
for  working  capital  except  as  shown  by  stores  and  supplies  that  are  requisite; 
allows  for  unearned  increment  although  the  Commission's  engineer,  Mr.  Jurgensen, 
is  opposed  to  it  on  principle;     has  made  no  apportionment  of  terminal  values. 


101 

Mr.  Morgan  wa6  of  opinion  that  about  20  per  cent  of  cost  of  grading  should 
be  allowed  for  adaptation  and  solidification  of  roadbed  but  the  Commission  dis- 
agreed with  him. 

In  determining  depreciation  mortality  tables  are  used,  based  on  experience 
and  actual  inspection. 

Tome  further  information  about  the  Minnesota  valuation  is  given  by  Commiss- 
ioner Staples: 

"Equipment  reports  were  checked  by  serial  numbers  of  locomotives  and  cars, 
the  purpose  being  to  have  complete  verification  of  the  reports  and  furnish  the 
necessary  data  for  reproduction  costs.    Tell  informed  officers  of  the  company 
were  always  present  to  furnish  the  needed  information." 

"This  inspection  developed  the  fact  that  the  records  of  the  company  needed 
revision  —  many  errors  being  found,  as  often  in  favor  of  the  companies  as 
against  them.    Then  the  inventories  had  been  checked,  proper  classification  made 
and  estimates  of  quantities  completed,  the  unit  prices  were  compiled  fo  furnish 
cost  of  reproduction.    These  analyses  of  cost  which  are  vital  to  the  work,  are 
the  result  of  much  research.    The  units  of  cost  used  by  the  railway  companies  in 
their  reports  were  compiled  in  detail  and  furnished  not  only  very  instructive 
data  but  were  very  interesting  in  the  range  of  prices  put  upon  identical  items 
upon  which  there  should  be  no  material  difference. 

"For  example, 

Steel  rails  varied  from  $20  to  $31.50  per  ton  f.  o.  b.  St.  Paul;  bridge 
steel  of  the  same  class  from  2|  to  4£  cents  per  pound;  locomotives  of  the  same 
type  and  weight  of  to  12f  cents  per  pound;  engineering,  superintendence  and  legal 
expenses  from  1£  to  15  per  cent;  contingencies  from  5  to  50  per  cent;  interest 
during  construction  from  1  to  12  per  cent,  etc." 

This  valuation  was  available  for  use  in  the  passenger  and  freight  cases 
arising  out  of  the  rate  making  by  the  Commission  and  the  Minnesota  Legislature 
in  I906-7.     The  Minnesota  Commission,  unlike  that  of  risconsir.,  has  not  been  able 
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to  agree  with  the  railroads  and  it  is  difficult  to  resist  the  conclusion  that  if 
one  of  these  commissions  has  been  making  reasonable  rates  the  other  has  been 
making  unreasonable  rates.     It  is  worthy  of  note  that  a  number  of  roads  operate 
in  both  states,  the  Chicago,  Milwaukee  &  St.  Paul,  Chicago  &  Northwestern, Chicago 
Burlington  &  Quir.cy,  Great  Northern,  Minneapolis,  St.  Paul  &.  Sault  Ste.  Marie, 
Northern  Pacific  and  others. 

The  Minnesota  Con-mission  appears  to  have  accepted  railroad  operating  expense 
accounts  at  their  face  value.     In  the  report  of  1909,  in  an  account  of  the  liti- 
gation then  pending  over  passenger  and  freight  rates,  it  described  its  methods 
as  follows: 

"The  Commission  employed  an  expert  accountant  who,  with  a  force  of  assist- 
ants, entered  upon  a  complete  analysis  of  the  cost  of  operating  railroads  in 
Minnesota  and  of  the  cost  of  each  class  of  service  dividing  the  cost  first  be- 
tween freight  and  passenger  and  again  between  state  and  intrastate." 

"This  work  necessitated  the  examination  of  way  bills,  station  agents'  ab- 
stracts, train  sheets,  conductors'  reports,  as  well  as  the  general  accounts  and 
records  of  each  company.    To  facilitate  the  work  it  was  agreed  that  certain 
months  of  the  year  what  might  be  called  typical  months,  reflecting  the  course  of 
business  for  the  entire  year  and  in  this  way  it  was  possible  to  confine  the  ex- 
amination to  a  comparatively  short  period.    Even  with  this  agreement  it  was  nec- 
essary to  examine  several  hundred  thousand  way  bills. 

"The  conclusions  reached  by  the  expert  accountant  were  placed  in  evidence 
and  comprised  a  series  of  tables  introduced  as  exhibits.    These  tauies  and  com- 
putations were  based  upon  the  records  and  accounts  of  each  company  and  it  is  be- 
lieved that  they  demonstrated  not  only  the  feasibility  of  applying  cost  account- 
ing to  railroad  accounts  but  that  they  in  addition  demonstrated  beyond  peradven- 
ture  the  entire  sufficiency  of  the  yassenger  and  freight  rates  in  litigation." 

The  master's  finding  published  in  full  in  the  Minnesota  Report  of  1910  cov- 
ers, no  douut,  all  the  points  in  controversy  and  they  do  not  indicate  that  any 
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question  was  raised  as  to  the  correctness  of  the  accounts.    This  does  not  noc- 
ossarily  mean  that  the  Commission  placed  implicit  reliance  on  the  railway  figures 
but  perhaps  only  that  it  was  not  prepared  to  dispute  then,  and  that,  accepting 
thee,  as  correct,  it  considered  that  lower  rates  were  justified.    There  was  some 
difference  of  opinion  as  to  the  apportionment  of  expense  between  intrastate  and 
interstate  traffic.      The  main  point  of  disagreement  between  the  Commission  and 
the  roads,  however,  was  in  the  valuation  of  the  railroad  property.     In  Jud^e 
Sanborn's  opinion  confirming  the  master's  report  it  was  said, 

"The  first  and  largest  item  in  the  schedule  was  lands  for  right  of  way,yard6 
and  terminals.     In  the  case  of  the  Northern  Pacific  Company  the  evidence  on  tho 
part  of  the  complainant  tended  to  show  that  tho  cost  of  reproducing  thi6  item 
was  about  $25,000,00G.    The  claim  of  counsel  for  the  Commission  now  is  that  tho 
value  of  this  item  does  not  exceed  $9,^92,099.27  and  the  master  found  that  the 
cost  of  reproduction  and  its  value  were  $21, 2^0, 562. " 

The  decision  of  the  United  States  Supreme  Court  in  June,  1913>  disapproved 
the  master's  methods  of  valuation  and  left  the  victory  with  the  Commission .  The 
rates  fixed  in  I9O0-7  and  halted  by  an  injuction  were  expected  to  go  into  effect 
in  1913-  Were  they  reasonable  rates  in  1913 ?  Are  they  reasonable  now,  in  191^, 
and  will  they  be  reasonable  in  1915?  The  values  on  which  they  were  based  —  or, 
rather, the  values  used  in  the  litigation  —  were  those  of  1906 .  We  may  suppose 
that  they  have  changed  since. 

Apparently  some  of  the  rates  have  been  in  force  during  the  litigation  and 
others  have  not.     There  may  be  some  curiosity  as  to  how  shippers  are  to  get  the 
benefit  of  those  which  were  suspended. 

And  if  railroads  chose  to  resist  such  a  claim  who  would  predict  the  result, 
or,  at  any  rate,  who  would  predict  when  there  would  be  a  result?    These  rates 
were  reasonable  presumably  in  190b,  1307,  I3O8  —  but  some  of  the  alle0ed  over- 
charges were  made  in  1913,  1911,  1912  and  1913-    May  we  presume  that  they  remain- 
ed reasonable  during  all  the  time?    A  presumption  that  is  to  cost  the  Minnesota 
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railroads  a  couple  of  million  dollars,  more  or  less,  is  not  to  be  lightly  enter- 
tained . 

An  interesting  and  important  feature  of  the  work  of  the  Minnesota  Commission 
was  its  investigation  of  railroad  scales  and  car  weights. 

Commissioner  Staples  gave  the  results  of  certain  tests  of  6calas  by  Mr.  C. 
C.  iVeale,  the  Commission 1  a  expert,  as  follovns: 

Scales  found  correct  37 
Scales  weighing  more  than  standard  from  kO  pounds 

to  22,700  pounds  66 
Scales  weighing  less  than  the  standard  from  50 

pounds  to  6600  pounds  25 
Total  number  of  scales  tested  12S 
"It  was  found  that  after  scales  had  been  put  in  proper  shape  by  the  Commiss- 
ion's experts,  sometimes  leverages  were  changed  by  unknown  parties.  Sometimes 
this  change  would  make  the  scales  weigh  more,  sometimes  less.    These  changes  were 
probably  made  by  men  in  the  employ  of  the  railroad  companies  without  any  intention 
of  defrauding  any  one,  but  through  their  ignorance  of  the  machine  or  what  effect 
the  change  would  have  on  the  weight,  it  made  the  scales  wholly  unreliable  just 
the  same." 

Again,  "I  want  to  say,  that  I  may  not  be  misunderstood,  that  they  (the  scales 
are  not  in  that  condition  because  it  is  any  advantage  for  the  railroad  companies 
to  have  them  so.    Our  experience  is  that  they  are  just  as  apt  to  underweigh  as  to 
ovorweigh . " 

Concerning  the  weights  marked  on  cars,  Commissioner  Staples  said, 
"I  do  want  to  make  that  further  point,  that  the  net  weight  marked  on  the  cars 
is  very  inaccurate  and  unreliable,  and  all  the  weighing  done  by  the  railroad  com- 
panies, which,  in  our  section  of  the  country  is  done  by  the  Western  Weighing  Asso- 
ciation which  is  an  organization  conducted  by  the  companies  jointly.  It  is  not 
done  by  the  railroad  companies  themselves  exactly  -~  and  these  men  are  independ- 
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ont  in  a  way.    Of  course  they  are  under  the  pay  of  the  companies  jointly  but  I 
do  not  believe  they  have  any  interest  in  giving  incorrect  weights,  but  want  to 
say  that  they  have  no  way  of  giving  correct  weights.     In  Minnesota  this  associa- 
tion cooperates  with  our  commission  very  actively  and  I  want  to  give  the  associa- 
tion credit  for  helping  to  rectify  the  errors  and  for  having  that  purpose  to 
arrive  at  accurate  weights  wherever  it  is  possible.    Under  their  system,  howevor, 
it  it  not  possible." 

Again,  "The  State  of  Minnesota  has  recently  undertaken  to  weigh  several  empt) 
cars  under  circumstances  which  give  reliable  conclusions.     In  brief ,  the  results 
are  as  follows:     One  lot  consisted  of  3j51&  cars  from  various  roads,  where  1,37*+ 
or  39  T©r  cent  of  them,  weighed  in  the  aggregate  484,490  pounds  over  the  stencil- 
ed weight,  and  1,773,  or  5^5  Per  cent  of  them,  weighed  in  the  aggregate  $kk,&20 
pounds  less  than  the  stenciled  weight,  while  3°^>  or  10.3  P0r  cent  were  correct. 
Another  lot  of  10, 96 7  cars  showed  0,25k  or  57.0  per  cent  of  them,  weighed  in  the 
aggregate  2,  "84, 330  pounds  over  the  stenciled  weight;  4,207  or  33-3  Per  cent 
weighed  2,307,530  pounds  le6S  than  the  stenciled  weight;  and  $06,  or  4.4  per  cent 
were  correct.    Still,  another  lot  of  1,707,  where  998  cars  or  53.5  Per  cent  weigh- 
ed 526,930  pounds  in  the  aggregate,  more  than  the  stenciled  weight,  and  5^4  cars, 
or  33  Per  cent  weighed  321,080  pounds  less  than  the  stenciled  weight,  and  l45 
cars,  or  8.5  per  cent  were  correct.    "These  cars  were  weighed  over  scales  which 
Y/ere  kept  in  perfect  condition  by  the  State,  the  differences  ranging  from  20 
pounds  to  as  high  as  12,000  pounds,  either  over  or  under  the  correct  weight. 
These  variations  from  the  correct  weight  are  sometimes  due  to  weather  conditions, 
to  foreign    matter  in  the  car,  and  often  it  is  the  case  that  repairs  have  been 
made  in  the  car  which  materially  change  the  weight  and  no  correction  is  made  in 
the  stencil.    Careless  weighing  for  stenciling  purposes  over  scales  not  correct 
is  frequently  the  cause. 

"It  is  true  the  difference  is  sometimes  in  favor  of  the  company  and  some- 
times against  it,  yet  it  is  perfectly  maninfest  that  in  the  interest  of  fairness  I 
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to  all  concerned  these  conditions  must  be  remedied." 

As  in  some  cases  the  weights  marked  on  the  cars  are  too  nigh  and  in  others 
too  low,  the  net  result  may  be  a  loss  or  a  gain  to  the  roads.    But  aside  from 
the  effect  on  revenues  there  is  another  question.     If  corrupt  railroad  officials 
sliould  wish  to  discriminate  in  favor  of  a  shipper  could  he  do  so  by  a  judicious 
selection  of  cars?    However,  we  need  hardly  pursue  this  inquiry.  Discriminations 
concerns  us  only  indirectly  though  it  does  add  to  the  difficulties  of  railroad 
regulation  and  increased  rates  if  they  are  based  on  cost  of  service  or  apparent 
co6t  of  service. 

In  any  event,  if  traffic  statistics  are  an  element  of  rate  computations  we 
should  know  the  number  of  tons  as  well  as  the  number  of  miles. 

The  appropriations  for  the  Commission,  I9O7-I9IO,  were  as  follows: 

1907  #20,000 

190S  50,000 

1909  40,1*00 

1910  1*8,500 

(Of  the  last  named  sum  $9,000  was  expended  in  an  investigation  of  the  ex- 
press companies) .     These  figures  do  not  indicate  that  Minnesota  was  better  equipp- 
ed than  Wisconsin  for  a  scrutiny  of  operating  expenses.    However,  the  Corjimission 
appears  to  have  made  a  vigorous  use  of  its  powers  and  facilities  and  to  have 
shown  good  judgment    in  selecting  vulnerable  points  of  attach. 

WASHINGTON 

The  expenditures  of  the  Washington  Public  Service  Commission  (formerly  the 
Railroad  Commission)  from  Nov.  1,  1910  to  Dec.  y±,  1911  were  as  follows: 
Salaries  of  clerks,  stenographers  and  typewriters         $  4,219.33 
Expense  of  hearings,  including  engineering  department  43,500.05 
Supplies  and  incidentals  including  telephones  and 

telegrams  S66.22 
Books,  furniture  and  fixtures  1,360. 27 
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Postage  and  expressage 


489.78 


Inspector  and  deputy ,  salary  and  expenses 


2.43U.95 


Telephone  expenditure 


409.70 


Hap  s 
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"The  enlarged  jurisdiction  of  this  Commission  gives  it  a  broad  control  over 
four  hundred  public  utilities  in  the  state." 

Four  hundred  utilities  supervised  at  an  expense  of,  let  U6  say,  $65,000  (tiie 
Commissioner's  salaries  do  not  seem  to  be  included  in  the  above  statement),  would 
give  an  average  expense  of  supervision  of  aoout  $3  Per  week  per  utility. 

Some  information  about  valuation  methods  in  Washington  is  given  in  the  fol- 
lowing statements  of  the  Commission's  engineer: 

"In  Washington,  LIr.  Gray,  their  chief  engineer,  states  that  5  P©r  cent  per 
annum  was  allowed  on  all  their  physical  property  for  one-half  of  the  square  root 
of  the  construction  period;  this  period  being  computed  in  the  following  manner; 
the  total  number  of  miles  of  main  track  divided  by  100  gives  the  number  os  sec- 
tions; and  it  is  assumed  that  it  will,  take  a  year  to  build  a  section.  One-half 
of  this  amount  i6  then  used  as  that  portion  of  the  construction  period  during 
which  5  P©r  cent  is  allowed.    Mr.  Gray  says  that  the  construction  has  ranged  from 
10  to  30  years  for  the  railroads  in  that  State." 

LIr.  Gray,  chief  engineer  of  the  Washington  coiumission,  says  that  in  addition 
to  the  actual  cost  of  reproduction  original  cost,  depreciated  value,  etc.  the 
commission  took  into  account  the  volume  of  business,  strategic  value  of  location, 
and  all  other  matters  which  might  affect  the  value. 

"Fixing  the  value  then  became  altogether  a  question  of  judgment  and  no  math- 
matical  derivation  was  attempted.    While  the  intention  was  to  provide  for  such 
questionable  item6  as  going  value,  yet  the  values  as  finally  fixed  did  not  depart 
greatly  from  the  estimated  cost  of  reproduction,  except  in  one  instance;  and  it 
is  not  at  all  possible  to  6ay  at  this  time  how  much  consideration  was  really 
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given  to  such  matters. 

SOUTH  DAKOTA 

The  expenditures  of  the  South  Dakota  Commission  amount  to  about  $15,000  a 
year.    The  railways  supervised  include  the  Chicago,  Burlington  ft  Quincy,  the 
Chicago,  Milwaukee  &  St.  Paul,  Chicago  &  Northwestern,  Chicago,  St.  Paul,  Minne- 
apolis &  Omaha,  Chicago,  Rock  Island  &  Pacific,  Great  Northern,  Minneapolis  & 
St.  Louis  and  Minneapolis,  St.  Paul  &  Sault  Ste.  Llarie .    The  following  statement 
by  Commissioner  Smith  will  give  an  idea  of  the  varied  activities  of  this  Commiss- 
ion . 

"The  South  Dakota  Board  of  Railroad  Commissioners  has  been  in  existence 
since  1885 j  and  acting  under  a  statute  granting  jurisdiction  to  supervise  all 
common  carriers  in  the  State,  inquire  into  any  neglect  or  failure  to  comply  with 
the  laws  of  the  State,  and  carefully  examine  and  inspect  the  condition  of  each 
common  carrier  and  its  equipment  and  the  manner  of  conducting  its  business,  and 
if  any  brid0e,  line,  wire,  facility,  or  structure  is  deemed  unsafe  or  insecure  to 
require  it  to  be  repaired,  renewed  or  replaced  within  such  time  as  the  ooard  may 
order;  and  order  the  construction  and  installation  of  any  repairs  on  road  or  fac- 
ilities or  additions  to  rolling  stock,  or  new  stations,  or  additions  to  or  changes 
of  stations,  and  change  rates  of  fare  for  transporting  freight,  passengers,  ex- 
press, or  messages,  and  order  such  changes  in  the  operating  or  conducting  of  the 
business  as  may  be  reasonable  or  expedient;  examine  all  books  and  papers  and  com- 
pel their  production;  require  the  furnishing  of  cars  for  shippers,  prohibit  pool- 
ing; compel  filing  of  schedules  or  tariffs  of  rates;  compel  continuous  shipments; 
determine  complaints  for  overcharges  or  excessive  charges;  conduct  all  necessary 
investigations  upon  complaint  or  otherwise;  prepare  schedules  of  maximum  rates 
and  fares;  determine  whether  rates  or  practices  are  discriminatory;  determine 
reasonableness  of  rates;  require  annual  reports  and  such  special  reports  as  the 
commission  may  desire;  make  joint  rates;  require  construction  of  connecting  tracks 
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at  railroad  crossings;  suspend  rates  pending  investigation;  make  all  rates  and 
all  rules  and  regulations  for  express  companies  and  telephone  lines;  formulate 
accounting  systems  and  require  books  and  accounts  to  be  kept  in  conformity  there- 
with; investigate  accidents  and  require  installation  of  safety  devices;  require 
railway  companies  to  maintain  sanitary  conditions  at  station  houses;  and,  in  fact 
make  all  orders,  rules  and  regulations  with  reference  to  the  proper  conduct  and 
management  of  all  common  carriers,  including  express  or  telephone  companies, 
v.\  ich  may  be  necessary  for  the  convenience  and  accommodation  of  the  public." 

$15,000  does  not  seem  to  be  an  extravagant  sum  to  pay  for  all  this  work. 
Perhaps  South  Dakota  would  be  a  good  place  to  begin  the  experiment  of  price  regu- 
lation. 


SECTION  3 
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ALTERNATIVES 

If  VTisconsin  or  Minnesota  or  any  other  state  has  solved  the  rate  problem  it 
is  only  necessary  to  apply  the  method  on  a  larger  scale  to  price  regulation.  And 
if  no  state  has  solved  the  rate  problem  it  is  possible  that  some  state  may  do  so 
when  it  provides  its  commission  with  adequate  equipment  out  how  much  equipment 
v/ill  be  needed  is  a  matter  about  which  the  reader  will  have  to  judge  for  himself. 

In  addition  to  the  problem  of  rate  regulation  there  is  that  of  discrimina- 
tion.   TTnich  is  the  more  important,  which  the  more  difficult,  need  not  be  dis- 
cussed r.ere .    Unless  both  are  solved  railway  regulation  is  a  failure.     It  is 
claimed  that  the  discrimination  problem  has  been  solved.     If  so,  it  was  a  great 
achievement . 

But  if  not  railway  regulation,  what?    There  is  but  one  answer.     There  will 
be  no  laissez  faire  in  the  case  of  the  railways.     If  not  regulation,  then  govern- 
ment ownership . 

But  to  believe  that  government  ownership  is  inevitable  is  not  to  believe 
that  it  must  necessarily  be  a  success.     Its  advocates  should  not  shut  their  eyes 
to  the  adverse  possibilities .    Kow  is  government  ownership  on  a  large  scale  like- 
ly to  come  about?    TTien  the  railway  magnates  recognize  it  as  not  only  inevitable 
but  close  at  hand  then  we  may  expect  a  change  of  attitude  on  their  part.  They 
may  not  only  accept  the  inevitable  but  try  to  make  the  best  of  it.    They  may  co- 
operate with  the  government.    Ve  know  that  the  government  does  not  buy  everything 
it  needs  at  bargain  prices. 

Should  railway  property  be  condemned  and  the  matter  of  value  get  into  the 
courts  we  shall  have  the  same  questions  of  tangible  and  intangible  property, 
appreciation  of  terminals,  rights  of  way  and  so  on  that  we  have  nov/.    The  -  rice 
the  government  will  pay  may  be  fair  according  to  every  legal  standard  out  it  will 
not  seem  low. 
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After  acquisition  the  next  question  will  be  that  of  operating  expenses. 
There  is  a  prevalent  opinion  that  the  Government  pays  more  for  labor  of  one  kind 
and  another  than  do  other  employers.    Whether  the  railroads  pay  their  employees 
liberally  or  not  is  sometimes  a  matter  of  controversy  between  them  and  the  employ- 
ees.   Assuming,  for  the  present  purpose,  that  the  latter  are  nearer  right,  we  may 
admit  that  a  government-operated  road  will  pay  out  more  for  wages  than  would  the 
same  road  privately  owned.    This  might  or  might  not  be  true  of  the  salaries  of 
ths  highly  paid  officials.    Fe  do  not  hear  of  many  controversies  between  the  roads 
and  their  employees  of  higher  grade.    As  to  supplies  and  repairs  there  is  also 
an  impression  that  the  Government  is  not  nigardly  in  paying  for  such  things.  But 
how  about  the  railways?    Doubtless  they  can  6how  receipted  bills  for  the  expend- 
itures charged  in  their  books  but  so  can  government  officials,  as  a  rule.  The 
receipted  bills  may  be  the  best  evidence  we  can  get  but  still  insufficient  in 
their  case  to  allay  the  suspicion  that  where  there  is  so  much  money  there  may  be 
some  graft.    The  relative  cost  of  operating  a  road  as  shown  by  its  reports  and 
the  cost  of  operating  the  same  road  by  the  G-overnment  must  remain  for  the  present 
a  matter  of  conjecture.    On  one  point  there  should  be  an  advantage  in  Government 
operation.     Investigation  would  be  easier,  the  facts  could  be  more  quickly  ascer- 
tained, officials  could  be  changed  and  objectionable  practices  stopped  more 
readily  than  under  present  conditions.    But  perhaps  the  chief  advantage  from  a 
financial  point  of  view  would  oe  that  the  public  would  not  suffer  from  a  further 
increase  in  values  of  terminals,  rights  of  way  and  other  railroad  property  which 
are  advancing  in  value  with  a  rapidity  not  altogether  gratifying  from  all  points 
of  view. 

The  question  whether  the  Government  on  the  whole  would  save  money  during 
the  next  ten  or  twenty  years  by  taking  a  ten  thousand  mile  road  and  paying  for  it 
at  its  present  value  is  a  problem  with  a  great  many  unknown  quantities.  Whether 
there  would  hav9  been  a  6aving  by  taking  such  a  road  ten  or  twenty  years  ago  may 
be  an  easier  problem  but  it  is  certainly  a  less  important  one. 
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The  next  question  arising  is  that  of  discrimination.    Would  Government  oper- 
ation put  an  end  to  it?    The  experience  of  foreign  countries,  whatever  that  may 
be,  can  hardly  he  accepted  as  conclusive.     If  they  have  not  stopped  discrimina- 
tion we  night  be  able  to  do  so.    And  if  they  havo  stopped  it  our  experts  in  that 
line,  trained  by  long  practice,  might  find  new  ways  and  means  unsuspected  by  the 
foreigner.    But,  again,  under  government  operation,  it  should  be  easier  to  ascer- 
tain the  facts  and  correct  the  abuses  than  under  private  ownership.     If  we  cannot 
6top  discrimination  we  may  as  well  accept  monopoly. 

If  we  do  stop  discrimination  we  shall  cut  off  one  source  of  monopoly  and 
give  competition  a  chance.    But  it  will  not  be  the  only  thing  necessary.    We  still 
have  the  protective  tariff.     It  is  not  responsible  for  all  the  evils  charged  to 
it  and  its  entire  removal  would  not  accomplish  all  the  good  that  6ome  of  its 
opponents  expect.    But  it  should  be  removed  nevertheless  and  if  it  were  some  of 
the  trusts  and  combinations  would  be  deprived  of  part  of  their  machinery. 

There  is  another  question  at  leeist  as  important  as  any  that  has  yet  been  con- 
sidered.   That  shall  we  do  with  the  trusts  and  combinations  that  control  natural 
resources7 

Says  Professor  Haney, 

"In  order  to  retain  the  largest  possible  amount  of  normal  healthful  compe- 
tition, it  is  highly  important  that  the  great  natural  monopolies  of  natural  re- 
sources and  transportation  should  be  segregated  and  their  rates  of  charge  should 
be  subjected  to  regulation.    Monopolies  of  natural  resources  embracing  such  pro- 
ducts as  coal,  iron  ore  and  lumber  concern  power  and  the  raw  materials  of  manu- 
facturing industries.    Monopolies  of  transportation,  and  notably  the  steam  rail- 
ways furnish  indispensable  means  of  marketing  products.    The  supply  of  raw  mater- 
ials is  necessary  to  all,  and  discriminations  in  furnishing  such  materials  are 
just  as  serious  to  producers  as  are  railway  discriminations.    Steps  have  already 
been  tak9n  to  divorce  mines  and  manufacturing  establishments  from  the  railway 
business  and  these  steps  should  be  supported.     For  the  same  reason  the  ownership 
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of  coal,  ore,  water  power  and  similar  resources  by  industrial  corporations  should 
be  greatly  restricted  or  prohibited.    The  United  States  Steel  Corporation,  in  so 
far  as  it  has  monopoly  power,  secures  it  through  control  of  mineral  resources  and 
transportation  agencies  and  both  the  realm  of  monopoly  would  be  decreased  and  the 
control  of  monopoly  be  made  easier  if  these  branches  were  segregated  and  ade- 
quately regulated.    The  principle  of  the  common  carrier  function  should  be  appliec 
to  limited  natural  resources.     If  they  are  left  in  private  hands  the  owners  shoulc 
be  compelled  to  furnish  products  and  services  to  all  and  be  made  subject  to  a 
large  degree  of  publicity.    All  this  could  easily  be  combined  with  a  policy  of 
conservation . " 

If  we  undertake  to  regulate  their  prices  on  what  basis  6hail  we  figure  the 
value  of  their  investment,  on  which  we  are  to  allow  a  fair  return?    It  is  going 
over  ground  already  covered,  but  the  reader  might  try  to  figure  out  how  he 
would  try  to  fix  the  price  of  coal,    ^ould  he  allow  S  per  cent  on  the  present 
value  of  a  coal  mine?    If  so,  how  much  would  he  expect  to  reduce  the  present  price 
of  coal?    If  the  present  value  of  the  mine  is  not  the  basis,  what  value  is?  How 
can  v/e  tell  the  value  if  we  do  not  start  with  some  idea  of  the  price  of  coal? 

To  treat  these  monopolies  on  the  common  carrier  principle  is  to  raise  with 
regard  to  than  not  necessarily  all,  but  certainly  many  of  the  questions  with  whici 
we  are  now  struggling  in  the  case  of  the  railways,  and  probably  some  other  ques- 
tions peculiar  to  these  industries.    Later  on,  we  may  face  the  alternative  of 
submitting  to  a  legitimate  advance  in  prices  with  the  prospect  of  further  advan- 
ces or  of  buying  out  the  industries  and  taking  the  risk  of  government  ownership 
and  operation,  whatever  they  may  be,  in  order  to  secure  the  future  unearned  in- 
crement and  secure  the  other  advantages  of  government  ownership  and  operation, 
whatever  they  may  be.    We  could  probably  save  more  than  the  future  unearned  in- 
crement by  buying  them  at  prices  based  on  the  cost  of  investment  principle,  and 
the  single  taxers  and  some  of  the  Socialists  will  point  out  methods  even  mors 
drastic,  but  such  schemes  would  incur  the  wrath  of  the  innocent  investor,  the 
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censure  of  eminent  moralists  and  the  disapproval  of  the  Supreme  Court  as  at  pre- 
sent constituted. 

Let  us  indulge  in  a  pleasant  hypothesis.     Let  us  suppose  that  we  have  de- 
prived the  great  combinations  of  all  their  special  privileges,  railway  discrimin- 
ations, tariff  protection,  patent  monopoly  and  the  control  of  natural  resources, 
'"ill  they  6till  be  able  by  the  mere  power  of  combination  to  crush  out  competition 
and  keep  prices  unreasonably  high?    If  so,  the  Socialists  will  have  proved  half 
their  case  and  they  will  undoubtedly  have  a  chance  to  prove  the  other  half.  But 
it  does  not  follow  that  they  will  succeed.     If  it  is  ever  demonstrated  that  com- 
bination can  crush  competition  even  when  the  latter  has  a  fair  chance,  then,  if 
not  sooner,  we  may  look  for  a  Socialistic  sweep .      Perhaps  by  that  time  the  So- 
cialists will  have  formulated  plans  for  the  management  of  all  industry  with  a 
ief  ir.iteness  which  as  yet  seei.s  to  be  lacking  in  their  program.    Theirs  is  a 
large  undertaking  and  without  some  definite  plans,  their  failure  may  be  quite  as 
marked  as  that  cf  any  of  their  predecessors  in  control.    And  not  the  Socialists 
alone  and  the  price  reguiationists,  but  reformers  and  optimists  of  all  strfpas, 
should  remember  that  the  means  must  be  considered  as  well  as  the  end.     If  faith 
removes  mountains,  it  is  usually  by  finding  out  the  right  way  to  go  about  the 
task . 


